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For Safety and Profit in Your Investments 
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The Commercial Paper Market 
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of its organization and operation; will learn the advantages of com- 
mercial paper as an investment for the banker who desires the utmost 
in safety and yield. 
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all bankers who buy commercial paper will find a great deal of interest as 
well as profit in it."—W. @. Wilmet, vice-president Hibernia Securities Com- 
pany, Inc., New Orleans. 


“I wish that this might be read by a great many bankers that have overlooked 
to date this form of investment.”—R. H. Mabbatt, vice-president Lane, Roloson 
& Co., Inc., Chicago. 


“Gives the information which the prospective seller or buyer of commercial 
paper would like to have if he is not already thoroughly familiar with the 


way the system operates.”—S. C. Wise, of Burr, Stevens & Company, Inc., 
St. Louis. 


Price $1.15 265 Pages 


FILL OUT AND RETURN 


BANKERS PUBLISHING COMPANY 
Book Dep’t.—465 Main St., Cambridge, Mass. 


Please send me postpaid, a copy of “The Commercial Paper Market” by Foulke 
for which I enclose $1.15. 
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Seventh Edition of America’s 
Most Popular Banking Book — 


Here is a book which has come to 
be regarded as the standard work 
on bank methods and administration. 
It tells of every phase of modern 
banking from the handling of the 
morning mail to the extension of 
credit; from the duties of the 
messenger to the functions of the 
president. 


William H. Kniffin, the author, 
has not depended upon his own 
many years’ experience as a prac- 
tical banker. In his book he has 
assembled the best banking thought 
of the country--the tested results 
of banking practice in the most 
progressively managed institutions 
in the United States. 


Send for.your copy 

of this valuable 

book TODAY and see 
for yourself how 
thoroughly Mr. Kniffin 
has covered his field. 


BANKERS PUBLISHING CO. 


BANKERS PUBLISHING COMPANY 
Book Dept.—465 Main St., Cambridge, Mass. 


Please send me on approval a copy 
of “The Practical Work of a Bank.” 
I will either return the book with- 
in five days or will send you my 
check for $3.00. 
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FEW people, all shouting vociferously, make a great deal 
more noise in the world than a silent majority. If one 

but listened to the clamor that has been blown about the 
country in the last twelve months, says Witt1aM Hayes 

(“What Inflation Means to Bankers,” page 501), one would 
be led to believe that most of the people in the United States 
are badly in debt and unanimously in favor of a strong dose 
of inflation to get them out of it. Meanwhile the many who 
want sound money (and bankers, Mr. Hayes believes, should be 
in this class to a man) have kept silent, fearful of being accused 
of obstructing the recovery program. In a pithy, trenchant article 
Mr. Hayes outlines the disastrous effects of inflation on first 
grade bank assets, on the possessors of savings accounts, on wage 
earners, and on industry in general when the inevitable deflation 
follows. The fight for sound money is not a new one, but it can 
be won only by heroic effort. The time has come when its advo- 


‘ates must speak if they are ever going to. 


Many a banker in this country today has wished that he could 
“look into the seeds of time and see which grain will grow and 
which will not.” The depression and the legislation which it 
engendered have brought about changes so far-reaching that no 
one yet feels certain where they will end or what their final effect 
will be. It is good in this vortex of uncertainty to find so out- 
standing a banker as GrorcE V. McLavueuuin looking at the 
prospect in a calmly hopeful light. “If we learn from experience, 
there is no reason why the American banking system, through 
enlightened self-restraint and co-operation, cannot rebuild its 
structure better than it has ever been before.” To do this, how- 
ever, bankers must learn to co-operate with legislators in the 
preparation of sound banking laws. Mr. McLaughlin gives a 
thoughtful and dispassionate analysis of the flaws in the Banking 
Act of 1933 and indicates briefly some of the provisions that he 
believes an effective new banking act should contain. His article, 
entitled “A Legislative Program for Banking,” begins on page 495. 


CONVENTIONS, conventions and more conventions. This time it is a 
convention of Morris Plan bankers, and a fine record of operation 


{Continued on page xIv} XI 
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If you are planning a new bank 


building, you ought to read... 


The Fundamentals of Good 
Bank Building 


By ALFRED HOPKINS 


Specialist in Bank Architecture 


It gives you complete information 
in regard to every phase of bank 
building; aids you in carrying 
out your own pet ideas; and sug- 
gests to you other ideas which 
have proven successful and which 
you might otherwise neglect. 


Written in a fresh and informal 
style, the book has the rare com- 
bination of being both entertain- 
ing and profitable. 


It is profusely illustrated, and 
attractively printed and bound. 


ORDER BLANK—— 


BANKERS PUBLISHING COMPANY Send for 
Book Dept.—465 Main St., Cambridge, Mass. 

You may send me postpaid for examination “The Funda- a copy 
mentals of Good Bank Building,” by Alfred Hopkins. 

Within five days after its receipt I will send you $7.50 in on 
full payment or return the book. 


Business Address approval 








THE BANKERS MAGAZINE 


J BANK OF AUSTRALASIA 


(Incorporated by Royal Charter, 1835) 


Paid-up Capital - - - - £4,500,000 
Reserve Fund - . . - £2,475,000 
Currency Reserve- - . - £2,000,000 
Reserve Liability of Proprietors 

£4,500,000 


under the Charter ° ae 
£13,475,000 


Head Office, 4 Threadneedle Street, London, E. C. 2 

EDMUND GODWARD, Manager 

West End Branch, 17 Northumberland Avenue, London, W. C. 2 
Chief Office for Australia and New Zealand, Melbourne. 


VICTORIA 
Melbourne 


394-396 Collins St. 
384 Elizabeth St. 

602 Bourke St. W. 
71 Collins St. East 


Brunswick 
Burnley 
Coburg 
Collingwood 
Elsternwick 
Footscray 
Malvern 
Middle Brighton 
Northcote 
Port Melbourne 
Prahran 
Ripponlea 
St. Kilda 
Williamstown 
Yarraville 

Bairnsdale 

Ballarat 

Benalla 

Bendigo 

Bright 

Castlemaine 

Charlton 

Chiltern 

Cobram 

Corryong 

Dandenong 

Drouin 

Echuca 

Euroa 

Foster 


G. D. HEALY, Superintendent. 


Branches in Australia 
NEW SO. WALES N.S. Wales, Contd. SO. AUSTRALIA 


Victoria, Contd. 
Geelong 
Hamilton 
Horsham 
Katamatite 
Kingston 
Koroit 
Korong Vale 
Korumburra 
Leongatha 
Mildura 
Mirboo North 
Mooroopna 
Morwell 
Myrtleford 
Nathalia 

Nhill 
Numurkah 
Port Fairy 
Rutherglen 
St. James 
Sale 
Shepparton 
Stawell 
Strathmerton 
Tallangatta 
Terang 
Traralgon 
Tungamah 
Walwa 
Warracknabeal 
Warragul 
Warrnambool 
Wedderburn 
Welshpool 
Wycheproof 
Yackandandah 
Yarram 
Yarrawonga 


Sydney: 

Martin Place 

97 Castlereagh St. 
85 Pitt St. 

555 George St. So. 
Wentworth Ave. 
236 William St. 


Bondi Junction 
Hurstville 
Kogarah 
Leichhardt 
Marrickville 
Newtown 
Petersham 


Albury 
Ballina 
Bathurst 
Bega 
Bellingen 
Berrigan 
Blayney 
Broken Hill 


Cootamundra 
Corowa 
Crookwell 
Deniliquin 
Dubbo 
Forbes 


Glen Innes 
Goulburn 
Grafton 
Grenfell 
Hamilton 
Howlong 
Terilderie 
Kempsey 
Kyogle 
Lismore 


Maitland (West) 
Maitland (East) 
Moree 
Murwillumbah 
Muswellbrook 
Narrabri 
Narromine 
Newcastle 
Newcastle West 
Nowra 

Orange 

Parkes 

Peak Hill 

South Grafton 
Stroud 
Tamworth 
Tullamore 
Wagga-Wagga 
Wee Waa 
Young 


QUEENSLAND 
Brisbane:QueenSt. 
Fortitude Valley 
Cairns 
Charters Towers 
Cooyar 
Crow’s Nest 
Herberton 
Hughenden 
Tpswich 
Kingaroy 
Longreach 
Maryborough 
Oakey 
Richniond 
Rockhampton 
Roma 
Toozoolawah 
Toowoomba 
Townsville 


Branches in New Zealand 


Adelaide 


Cladstone 
Kooringa 
Mount Barker 
Murray Bridge 
Port Lincoln 
Wirrabara 


W. AUSTRALIA 
Perth (St. George’s 
Terrace) 

237 Murray St. 


Albany 
Beverley 
Bunbury 
Carnamah 
Fremantle 
Gnowangerup 
Kalgoorlie 
Kulin 
Moora 
Northam 
Wagin 
Wickepin 


TASMANIA 
Hobart 


Burnie 
Deloraine 
Devonport 
Fingal 
Latrobe 
Launceston 
Sheffield 
Stanley 
Ulverstone 
Wynyard 


Wellington 
Ashburton 
Auckland 
Blenheim 
Christchurch 
Dannevirke 
Dunedin 
Eltham 


Featherston 
Feilding 
Gisborne 
Gore 
Hamilton 
Hastings 
Hawera 
Invercargill 


Kaitaia 
Levin 
Mangonui 
Marton 
Masterton 
Matamata 
Morrinsville 
Napier 


New Plymouth 
Otaki 

Paeroa 
Palmerston Nth. 
Patea 

Rotorua 
Stratford 


Taihape 
Taumarunui 
Tauranga 
Te Aroha 
Te Kuiti 
Temuka 

Te Puke 
Timaru 


Upper Hutt- 
Waipawa 
Waipukurau 
Wairoa | 
Wanganui 
Waverley 
Whakatane 
Whangarei 


Principal Correspondents in North America 
UNITED STATES, Contd.: 


Continental Illinois Nat. Bk. & Tr. Co., Chicago 

Guaranty Trust Company, New York 

National City Bank of New York 

Philadelphia National Bank, Philadelphia 

Wells Fargo Bank & Union Trust Co., 
San Francisco 
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they have to show, too. Battered by the depression as their busi- 
ness has been, it has come through the storms of the last few 
years with colors flying; and now Morris Plan bankers have just 
had the satisfaction of seeing legislation passed at Washington 
definitely making Morris Plan banks eligible for Federal Reserve 
membership. In addition, the Government’s program of increas- 
ing consumer power and emphasizing the importance of the man 
with small resources is directly in line with the Morris Plan’s 
purpose of extending credit to the wage earner. Hence Morris 
Plan bankers are looking forward with confidence and enthusiasm 
to the future place of their banks in the American financial system. 
The highlights and most significant speeches of their convention 
are summarized in a special section opposite page 5382. 


OncE banks have started on a program of co-operative advertising 
(and in his article last month L. Doueuas MerepirH Pxu.D., assist- 
ant professor of economics at the University of Vermont, presented 
some very cogent reasons why they should), there will be a number 
of questions which will have to be decided: What banks in the 
community shall be invited to participate? How shall the plan 
be administered? Is it necessary that an entire campaign be 
planned at the start? How can emergencies be met? What will 
be the expense involved? Should media other than newspapers 
and magazines be used? In his article this month (see page 506) 
Mr. Meredith answers these and other questions of pressing inter- 
est to all banks which are carrying on or contemplating embarking 
upon a schedule of co-operative publicity. 













Two new departments make their bow to readers of 'THE 
BANKERS MaGAZINE this month, one headed “Current Articles” 
and the other “Current Speeches.” Both will appear regularly 

-ach month from now on, and both will attempt to give in concise 
and flavorful fashion the gist of articles appearing in periodicals 
of general circulation and public addresses of interest to the bank- 
ing world. The banker, grown used to an honored and secluded 
nook well up in the social scale, now suddenly finds himself 
dragged out into the full glare of public criticism and even 
vituperation, and, if he is to keep his footing on the quicksands 
of this inconstant world, he must know not only how to run his 
own business, but how the thinking (and unthinking ) world at 
large believes he ought to run it. It is to present in brief, concen- 
trated form this kaleidoscope of public opinion that these two 
new departments have been evolved. 
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715 BRANCHES AND AGENCIES 


In all Australian States, Federal Territory, New Zealand, Fiji, Papaa, Mandated Territory of New Guinea and London 
The bank collects for and undertakes the agency of other 


banks and transacts every description of 
Australian Banking Business 


SHIONADY GNY SAHONVAGA BIL 


Current accounts opened in Australia for Overseas Banks and Deposits received 
for fixed periods on terms which may be ascertained upon application. 
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; 


A Prize Contest 
for the Best Letter on Current 
Banking Problems 


[o) 


is order to encourage interest in a discussion of current 
banking problems on the part of our readers, we are offering 
a prize of $25 for the best letter received by December 23 
on any one of the following topics: 


1. Will the service charges contained in the 
NRA banking code help the banks? 


Will the Federal guaranty of bank deposits 
be successful over a term of years? 


What can the Government do further to 
help the banks? 
Letters should be not more than 300 words in length. 
They should be typed on one side of the page only. 


The winner of the first contest will be announced in the 
January issue of THE BANKERS MAGAZINE. 


All letters should be addressed to: 


CONTEST EDITOR 
THE BANKERS MAGAZINE 


465 Main Street 
CAMBRIDGE, MASS. 
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Editorial Comment 
THE PRESIDENT’S MONETARY POLICY 


poet Bryant declared in “Thana- 

topsis” that nature addresses to 
her devotees may be fittingly ascribed 
to the President’s recent declaration of 
his monetary policy. For it has been 
given interpretations widely varying in 
character. Hailed by some groups as 
wildly inflationary, by others as a move 
in the direction of “sound money,” and 
by yet others interpreted as highly con- 
fusing. 

Now, these conflicting opinions may 
be due to the bias of those holding them, 
for the President’s main purpose is clear 
enough. He means to force up prices, 
as declared in his own words: 

“Finally, I repeat what I have said 
on many occasions, that ever since last 
March the definite policy of the Govern- 
ment has been to restore commodity 
price levels.” And again, in the Presi- 
dent’s language: “I do not hesitate to 
say, in the simplest, clearest language of 
which I am capable, that, although the 
prices of many products of the farm 
have gone up and although many farm 
families are better off than they were 
last year, I am not satisfied either with 
the amount or the extent of the rise, 
and that it is definitely a part of our 
policy to increase the rise and to extend 
it to those products which have as yet 
felt no benefit. If we cannot do this 
one way, we will do it another. Do it 
we will.” How could any purpose be 
more explicitly stated? 

Nevertheless, confusion exists—not 
perhaps so much as regards the aim of 
the President’s policy as to its effective- 
ness. A distinguished English economist 
thinks that Mr. Roosevelt is attempting 
simultaneously to move in three differ- 
ent directions. Alexander D. Noyes, 


T= “various language” which the 


financial editor of the New York Times, 
finds the President’s action bewildering. 
Mr. Noyes thus comments: 


“During many generations it has been 
the habit of the intelligent public to 
consider official purposes in the light of 
certain established economic principles. 
A reasonable basis therefore existed for 
judgment or expectation. But a vague 
sense that experience, principle and 
precedent are being ‘scrapped’ can in the 
nature of things lead only to bewilder- 
ment. The steersman is at the wheel, 
but what if the compass has gone over- 
board?” 


Later on the complete statement of 
the President’s monetary policy, as he 
defined it, will be given. Meanwhile 
one or two points in it may be profitably 
examined. “We are thus continuing to 
move toward a managed currency,” said 
the President. He would so control the 
price structure “to make possible the 
payment of public and private debts 
more nearly at the price level at which 
they were incurred.” Whether a “man- 
aged currency” is to take the form of 
the Irving Fisher “compensated” gold 
dollar, or is to be a “commodity” dollar 
is not yet clear. 

Speaking of the permanent revalua- 
tion of the dollar, the President said: 
“It is the Government's policy to restore 
the price level first. I would not know, 
and no one else could tell, just what 
the permanent value of the dollar will 
be. To guess at a permanent gold valu- 
ation now would certainly require later 
changes caused by later facts.” Does 
that mean that a dollar of sixty cents 
may be too high, and does it not con- 
template a possible reduction to fifty 
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cents or even lower? And does this 
uncertainty as to future value of the 
dollar not constitute a great hindrance 
to the restoration of confidence so uni- 
versally declared to be essential to the 
restoration of prosperity? On this 
phase of the matter the Guaranty Sur- 
vey, issued by the Guaranty Trust Com- 
pany of New York, says: 


“With the threat of inflation still 
hanging over the economic horizon and 
with the dollar fluctuating sharply on 
international exchange markets, recent 
developments have made it clearer than 
ever that the most constructive step that 
could be taken to encourage a further 
upward movement of industry and 
trade would be to give immediate assur- 
ance that a sound money policy would 
be pursued. It is not only the level of 
prices but also the level of business ac- 
tivity that determines prosperity, and 
it is becoming increasingly apparent that 
the recovery projects cannot lift the 
country out of the depression unless 
confidence is restored in the monetary 
medium in which business transactions 
are conducted. Lenders and investors 
are quite naturally unwilling to extend 
credit when there is any question re- 
garding the value of the money in which 
they will receive payment, even a few 
months hence. At the same time, pur- 
chasers become subject to buying inertia 
when there is doubt in their minds as to 
whether the prices they are paying rep- 
resent a fictitiously inflated level in an- 
ticipation of unsound monetary prac- 
tices—prices that may be suddenly 
altered if and when definite monetary 
stabilization comes.” 


To get a more complete idea of the 
President’s monetary policy it will be 
advisable to quote his remarks in full. 
Speaking over the radio on October 22 
President Roosevelt said: 


“Finally, I repeat what I have said on 
many occasions, that ever since last 
March the definite policy of the Gov- 
ernment has been to restore commodity 
price levels. 

“The object has been the attainment 
of such a level as will enable agriculture 
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and industry once more to give work to 
the unemployed. 

“It has been to make possible the pay- 
ment of public and private debts more 
nearly at the price level at which they 
were incurred. 

“Tt has been gradually to restore a 
balance in the price structure so that 
farmers may exchange their products for 
the products of industry on a fairer ex- 
change basis. 

“It has been and is also the purpose 
to prevent prices from rising beyond the 
point necessary to attain these ends. The 
permanent welfare and security of every 
class of our people ultimately depends 
on our attainment of these purposes. 

“Obviously, and because hundreds of 
different kinds of crops and industrial 
occupations in the huge territory that 
makes up this nation are involved, we 
cannot reach the goal in only a few 
months. We may take one year or two 
years or three years. 

“No one who considers the plain facts 
of our situation believes that commodity 
prices, especially agricultural prices, are 
high enough yet. 

“Some people are putting the cart be- 
fore the horse. They want a permanent 
revaluation of the dollar first. It is the 
Government's policy to restore the price 
level first. I would not know, and no 
one else could tell, just what the per- 
manent valuation of the dollar will be. 
To guess at a permanent gold valuation 
now would certainly require later 
changes caused by later facts. 

“When we have restored the price 
level, we shall seek to establish and main- 
tain a dollar which will not change its 
purchasing and debt-paying power dur- 
ing the succeeding generation. I said 
that in my message to the American 
delegation in London last July. And I 
say it now once more. 

“Because of conditions in this coun- 
try and because of events beyond our 
control in other parts of the world, it 
becomes increasingly important to de- 
velop and apply the further measures 

which may be necessary from time to 
time to control the gold value of our 
own dollar at home. 
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“Our dollar is now altogether too 
greatly influenced by the accidents of 
international trade, by the internal poli- 
cies of other nations and by political 
disturbance in other continents. 

“Therefore the United States must 
take firmly in its own hands the control 
of the gold value of our dollar. This 
is necessary in order to prevent dollar 
disturbances from swinging us away 
from our ultimate goal, namely, the con- 
tinued recovery of our commodity 
prices. 

“As a further effective means to this 
end, I am going to establish a Govern- 
ment market for gold in the United 
States. Therefore, under the clearly 
defined authority of existing law, I am 
authorizing the Reconstruction Finance 
Corporation to buy gold newly mined in 
the United States at prices to be deter- 
mined from time to time after consulta- 
tion with the Secretary of the Treasury 
and the President. Whenever necessary 
to the end in view, we shall also buy or 
sell gold in the world market. 


“My aim in taking this step is to 
establish and maintain continuous con- 
trol. 

“This is a policy and not an expedi- 
ent. 

“It is not to be used merely to offset 


a temporary fall in prices. We are thus 
continuing to move toward a managed 
currency. 

“You will recall the dire predictions 
made last spring by those who did not 
agree with our common policies of rais- 
ing prices by direct means. What actu- 
ally happened stood out in sharp con- 
trast with those predictions. Govern- 
ment credit is high, prices have risen in 
part. 

“Doubtless, prophets of evil still exist 
in our midst. But Government credit 
will be maintained and a sound currency 
‘ will accompany a rise in the American 
commodity-price level.” 


The reader is reminded that the Presi- 
dent made an interpellation in his ad- 
dress (quoted above), in regard to rais- 
ing prices (“If we cannot do this one 
way, we will do it another,” etc.), and 


that the policy of buying gold has been 
extended to include purchase of the 
metal abroad. 

There perhaps never has been a time 
when there was any general agreement 
on the question of money. For ages it 
has constituted a favorite subject of con- 
troversy. In times like the present this 
disagreement comes strikingly into evi- 
dence, and makes many opinions on the 
subject appear respectable which, under 
different circumstances, would be re- 
ceived with scant attention. This is to 
be regretted. For whatever views one 
may hold with respect to money, the 
basic quality of money should be a mat- 
ter of fairly settled conviction, especially 
in these disquieting times. 

Undoubtedly the President in his 
monetary plan, which he describes as “a 
policy and not an expedient,” is moving 
in a direction not approved by historical 
precedents nor by the weight of eco- 
nomic authority. Currency debasement, 
wherever practiced, has invariably re- 
sulted in injustices not inferior to those 
it was designed to remedy, and the ma- 
jority of those whose views are entitled 
to the greatest weight certainly do not 
support the President’s course. He and 
the advisers in whom he evidently places 
the greatest confidence are acting in the 
belief that the price of commodities is 
determined by the price of gold. The 
contrary view is that goods are not 
primarily exchanged for money but for 
other goods, and that money is but the 
mechanism of this exchange. If this 
view is correct, as seems the case, prices 
are less dependent upon the supply of 
money than on the relation between the 
supply of goods and the demand for 
such supply. Of course, gold, or money 
of any kind, plays but a small part in 
the exchange of goods, such exchange 
being very largely effected by simple 
offsets and by bank credit, the latter 
being by no means wholly governed by 
the quantity of gold in existence at any 
given time. That the amount of gold 
in existence is insufficient to meet all the 
legitimate demands of trade can hardly 
be contended by anyone who troubles 
to look at the facts. There has been no 
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decline in gold production to warrant 
our present situation. And it must al- 
ways be borne in mind that the annual 
production of gold—or indeed its pro- 
duction over a considerable period of 
time—bears such a small proportion to 
the accumulated stock of the metal that 
changes in the output is of far less sig- 
nificance than many assume. Besides, 
and perhaps of even greater importance, 
recent economies in the use of gold have 
greatly added to its monetary utility. 
Reference is made to the vast increase in 
the volume of the metal accumulated in 
central banks. That gold is the culprit 
accountable for our present condition 
cannot fairly be claimed. The blame 
lies elsewhere, and chiefly, it is believed, 
in the Great War and its subsequent 
dislocations in trade, industry and 
finance. 

In taking this position THE BANKERS 
MAGAZINE would not wish to be placed 
in the ranks of those who worship at 
the shrine of gold. Conceivably, the 
production of gold might, in time, either 
increase or decline to an extent that 
would render inadvisable the further 
use of gold as a standard. That situa- 
tion has not yet arisen. 

It must be regarded as a surprising 
thing that gold, which has so long func- 
tioned efficiently as the standard money 
metal of the world, should suddenly 
have developed the imperfection now 
ascribed to it. Is it not a fair assump- 
tion that the trouble, in so far as it is 
due to money at all, consists more in 
the method of working the gold stand- 
ard than in the standard itself? Here, 
undoubtedly, there is room for vast im- 
provement which, however, cannot be 
hoped for until the nations of the world 
reach a more conciliatory mood than 
exists at present. 

The present attempt to raise the price 
level by artificial means is based upon a 
desire to relieve the pressing necessities 
of debtors. One cannot help wondering 
if equal solicitude for creditors will be 
displayed when prices rise. 


These are days when are 


things 
changing, and in this process néw _poli- 
cies may have to be adopted. Without 
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believing that “all times when old are 
good,” one may hesitate also in beliey- 
ing that it is universally true that “time 
makes ancient good uncouth.” No; 
there are some principles, even in the 
realm of economics, that are 


“Fixed and constant as the Northern 
Star.” 


LIMITATION OF EXECUTIVE 
SALARIES 


OT only are we facing a possible 
N curb on the size of fortunes, but 

of the salaries paid to corpora- 
tion executives. This fact emerges as a 
result of inquiries by the United States 
Senate into the salaries paid bank ex- 
ecutives. It is proposed to extend this 
inquiry so as to include the payments on 
this account to the executives of all large 
corporations. Presumably, if these are 
found too big, as looked at from Wash- 
ington, their size will be limited either 
by legislation or executive order. 

If salaries were actually determined 
by the stockholders of corporations, it 
might be supposed that, if they are sat’ 
isfied, the right of the public to complain 
would be confined to the extent that 
these excessive payments act in some 
manner to influence the cost or quality 
of service which the corporations render. 
But it has been charged of late that the 
powers of stockholders in this respect, 
and as regards management in general, 
are much less than commonly supposed. 
According to this view, the management 
of corporations has quite generally 
drifted into the hands of a few on the 
inside, and this small coterie fix their 
salaries to any amount the traffic will 
bear, without much regard to what the 
stockholders or the public may think. 
Whether .this situation (if it actually 
exists) is due to the apathy of share- 
holders or to the inherent nature of all 
corporate structures, is something not 
clearly established. 

Are bank salaries too high? Those in 
receipt of large incomes would most cer’ 
tainly give a negative answer to this 
question. Few persons would be dis- 
posed to admit that they are being over’ 
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paid for their services. This applies to 
vice-presidents of banks, who often work 
hard for moderate pay, and to the Vice- 
President of the United States, whose 
duties are not arduous and whose pay 
is fairly large. 

Probably, as a rule, bank executives 
are not paid too much for services re- 
quiring considerable skill and entailing 
serious responsibilities. To this rule 
there may be exceptions, and it would 
seem that on these few exceptions atten- 
tion is now being fixed, overlooking the 
great majority of cases, where the ofh- 
cers of banks are receiving modest com- 
pensation for their services. 

The real reason why some executives 
are paid what seem to the general run 
of mankind like exorbitant rewards is 
because of the scarcity of men of supe- 
rior abilities. 

There are many of us who can regard 
this inquiry with sublime indifference, 
and can truly say: 

“Let the galled jade wince; our withers 
are unwrung.” 


THE BUSINESS MAN’S RESPONSI 
BILITY FOR “FROZEN” 
BANK ASSETS 


HAT banks are not solely respon- 
‘T sit for the “frozen” assets which 
they now hold is a fact of which 
many banking critics fail to take note. 
It should be evident that, had the bor- 
rowers made a safe and profitable use 
of the funds obtained from the banks, 
the freezing process would have been 
greatly circumscribed. Of course, it will 
be said, in reply to this, that, had banks 
not made loans to those who could not 
make use of them in the manner indi- 
cated, the trouble would have been 
avoided. To have done this, under all 
_ the circumstances, would have called for 
a larger amount of wisdom than the 
average banker possesses, though belong: 
ing, fortunately, to a considerable num- 
ber. 
Perhaps it is best to say that, in the 
majority of cases, neither the bankers 
who lend nor the business men who bor- 
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row are wholly to blame. Both were 
caught in a situation for which they 
were unprepared, and which they did 
not expect. Banks and business concerns 
were alike subject to influences not en- 
tirely of their own making. 

The disposition to find fault with the 
banks is thus referred to in a recent issue 


of The Thrift Almanack: 


“The blighting influence of the past 
few years has put its mark on all in- 
dustries and professions. None has es- 
caped a share of criticism and blame, for 
inciting or contributing passively to the 
difficulties which have nearly swamped 
us all. Modification and change are 
demanded of everyone and everything; 
and against none are the demands so 
insistent, so biting, as against the pro- 
fessions of banking and education. 

“The banks are responsible for this 
and that because they did nothing to 
stop the depression, because they could 
not by some legerdemain produce for 
depositors the money which lay frozen 
in the securities of the business men to 
whom it had been loaned.” 


No doubt banks should be managed 
with a proper regard for unforeseeable 
exigencies, but, if they had to operate 
at all times in the fear of such a holo- 
caust as has recently devastated the 
world, it would call for a constant de- 
gree of liquidity that would greatly 
hamper their services to the community. 


STATE BANKS QUALIFYING FOR 
INSURANCE OF DEPOSITS 


bers of state banks would fail to 

qualify for membership in the 
Federal Deposit Insurance Corporation 
seem not justified by the rate at which 
these banks are applying for member- 
ship. Even with respect to closed banks, 
because of the action of the Reconstruc- 
tion Finance Corporation in making 
loans to enable these institutions to re- 
open, the belief appears warranted that 
a substantial number will eventually be 


— iggy that large num- 
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restored to an operating condition. In 
making appraisals of assets of the banks, 
to see whether or not they meet the test 
of solvency required to enable them to 
obtain the benefits of the Deposit Insur- 
ance Fund, a “liberal” view is to be 
taken. Doubtless, should a strict stand- 
ard be set up, many banks would have 
to forego the advantage which insurance 
of deposits may afford. 

If it should be found by experience 
that the public will distrust banks not 
participating in the guaranty fund, the 
excluded banks would lose their exist- 
ence. Rather than risk such a situation, 
the state banks are electing to qualify 
for membership in the insurance plan. 

While this development will bring the 
state banks under a considerable degree 
of Federal control, it will not—for a 
time at least—result in that unification 
of banking regarded by many as desir- 
able. The state banks, by coming into 
the deposit-guaranty scheme have es- 
caped with their lives, a result they could 
have achieved in another way, by con- 
verting into national institutions. The 
fact that they prefer to remain as state 
banks indicates their conviction that the 
state system yet has some advantages to 
them. At present, the outlook for an 
early and complete “unification” of 
banking is not especially promising, 
though this is a development that time 
may bring. 


A PROPOSAL FOR “REAL BANK- 
ING REFORM” 


[Jit rosie of banking problems 


in publications of general circu- 

lation must be regarded as an 
encouraging sign of the times. For about 
few important activities are the public 
less correctly informed than about bank- 
ing. Newspapers and magazines find 
other subjects of greater interest to their 
readers. But the case is somewhat al- 


tered in these times when banking prob- 
lems are so much at the fore. 

In the October number of Harpers 
Monthly Magazine, Guy Greer has a 
comprehensive article on “Real Banking 
Reform.” 


It is, on the whole, an ex- 


cellent survey of our banking situation 
and of some of the corrective measures 
desirable, though somewhat idealistic in 
its proposals. An ideal banking system 
can be easily constructed, on paper, but 
to apply and make it workable under 
conditions far from idealistic is a differ- 
ent matter. 

Mr. Greer accepts what seems to be 
the prevailing view, that commercial and 
investment banking are incompatible. 
While recent developments sustain this 
view, it seems to be—like another 
famous instance—a case where it is not 
so much the principle that is at fault 
as its application. 

This real banking reform would con- 
sist in a strict preservation of the sound- 
ness of deposit currency, which is cer- 
tainly a desirable accomplishment. The 
unification of banking is favored, a capi- 
tal minimum of $500,000 proposed, 
authorization of branch banks to operate 
both within and beyond the limits of 
the towns and cities where head offices 
are located. 

As to this proposal for branches it 
may be said that, if the banks are thus 
to extend their operations, the minimum 
capital is much too low. A bank with 
only $500,000 capital would find itself 
inadequately equipped to go into the 
branch business on the scale proposed. 

The author of the article lays down 
this condition to carry out what he has 
in mind: 


“An indispensable condition for a 
sound commercial banking system, then, 
is that it be composed of institutions of 
substantially large size.” 


Probably a better statement of the 
case would run something to this effect: 


“An indispensable condition for a 
sound commercial banking system is that 
it be composed of institutions—big or 
little—managed by competent and hon- 
est bankers.” 


There are, manifestly, advantages 
possessed by the large banks, but our 
banking experiences in recent years have 
shown us that size alone cannot be de- 
pended on to furnish safety. While size 
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is one of the elements entering into “a 
sound commercial banking system,” the 
really indispensable condition of such a 
system is management. 

Both Mr. Greer and Harpers are to 
be congratulated on presenting, at this 
time, a careful study of our banking 
problems. 


AS TO BANK RESERVES 


HEN ex-Secretary Baker de- 
\X/ livered his address on “Edu- 

cated Bankers” to the graduat- 
ing class of the American Institute of 
Banking he fell into a rather serious 
error in regard to bank reserves. The 
distinguished speaker said (speaking of 
conditions prior to the enactment of the 
Federal Reserve Law): 


“In addition to this it was discovered 
that, although both Federal and state 
laws required all banks to keep reserves, 
measured by a percentage of their time 
and demand deposits, these reserves in 
fact had no real existence, each bank 
depositing what it called its reserves in 
some other bank as a mere deposit, so 
that when any bank needed its reserves, 
for the purpose for which they were ac- 
cumulated, that is to meet sudden de- 
mands, it could only get them by with- 
drawing them from some other bank.” 


Not dissenting in the least from the 
conclusions which Mr. Baker reached 
regarding the old system of! banking re- 
serves, it may be pointed out that he was 
wrong as to his facts. 

Each bank did not, before the enact- 
ment of the Federal Reserve Law, de- 
posit its reserves in some other bank as a 
mere deposit. All national banks in the 
three central reserve cities were re- 
quired to keep all their reserves in their 
_own vaults. In the other reserve cities 
the national banks were required to keep 
one-half their reserves in the same man- 
ner, and the “country” national banks 
(those outside the reserve and central 
reserve cities) had thus to hold part of 
their reserves. 

It was, in fact, the Federal Reserve 
Act which reversed this policy, and re- 
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quired that all reserves be in the form 
of a deposit in some other bank (in this 
case the “other bank” being a Federal 
Reserve bank). 

While Mr. Baker was mistaken in his 
statement of facts, this does not invali- 
date his criticism of the old policy re- 
garding bank reserves. In former times 
the calling for such portion of reserves 
represented by a “mere deposit” in some 
other bank did cause the inconvenience 
to which Mr. Baker referred, and which 
has been obviated by the Federal Reserve 
Act. 

In calling attention to this error, it is 
hoped THE BANKERS MAGAZINE will be 
absolved from any disposition to engage 
in mere faultfinding. For the address 
of Mr. Baker was in general admirable 
in content and heartening to those who 
wish to see the banking business of the 
country advanced to a higher plane. 

It is a hopeful sign when men of the 
character and attainments of ex-Secre- 
tary Baker discuss banking problems, 
and his address should contribute to the 
hastening of the day when all bankers 
will be “‘educated”—not alone in the 
requirements of their particular calling, 
but in that larger sense which the 
speaker had in mind. 


THE SHIFTING INTERNATIONAL 
SCENE 


ERMANY furnished, last month, 
‘} one of the most dramatic hap- 


penings on the _ international 
stage by withdrawing from the Disarma- 
ment Conference and the League of 
Nations. Chancellor Hitler justified this 
action on the ground that in the dis- 
armament plans Germany was denied 
equality with other countries. He de- 
clared willingness to scrap all arma- 
ments, provided other countries would 
do the same. 

It has for a long time been the con- 
tention of Germany that the disarma- 
ment imposed on her by the Treaty of 
Versailles was to be followed by a 
progressive disarmament by other na- 
tions, and that this promise has not been 
kept. Without denying that this con- 
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tention has much to sustain it, the 
opinion seems to be widespread that 
Germany's action was precipitate, and 
that greater patience might have resulted 
in a better position for that country, 
and avoided further complication of a 
situation already serious enough. 

Although Chancellor Hitler's speech, 
in announcing withdrawal from the dis- 
armament parleys and from the League 
of Nations, was decidedly pacific in 
tone, his declarations in this respect 
were far from convincing in some quar- 
ters, where it is believed that Germany’s 
desire for peace could have best been 
shown by a continued co-operation with 
other European powers rather than by 
abruptly breaking away from them. 

Another recent event of international 
significance was the beginning of con- 
versations between the United States 
and the Social Soviet Republics, with a 
view to establishing diplomatic relations 
between the two governments. If these 
relations are established, a considerable 
expansion of trade on both sides—or 
possibly of trade on one side and loans 
on the other—is expected. The attempt 
to read into this move something in- 
imical to the policy of Japan in the Far 
East is generally discredited. Considera- 
tions of trade rather than of politics 
have no doubt prompted this change in 
the American attitude toward the Soviet 
regime. 


GOVERNMENT PARTNERSHIP 
IN BANKING 


NNOUNCING that its capital 
Av to the extent of $25,000,000 
,&had been sold to the United 
States Government, the Manufacturers 
Trust Company of New York made 
this significant statement: “Under this 
arrangement the Government becomes, 
in effect, a partner in the bank.” The 
fact that the Manufacturers Trust Com- 
pany should be the first of the New 
York City banks to sell its capital notes 
to the Government is a matter of policy 
properly to be decided by the directors 
of that institution, considering the bank’s 
relation to its own dealers and to the 
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larger program of recovery in progress 
under Federal auspices. Upon these 
phases of the action THE BANKERs 
MAGAZINE makes no comment. 

But the statement quoted above, indi- 
cating what is, in effect, Government 
partnership in banking, is a matter of 
great interest to bankers and the public. 
It may foreshadow a marked change in 
our banking structure and methods. The 
customary method of acquiring an inter- 
est in banks is for the Government to 
buy their preferred stock, but this 
method was not open to the Manufac 
turers Trust Company, the laws of the 
State of New York not permitting the 
issue of preferred stock by state banks. 

In a great many cases where the Gov- 
ernment is making purchases of pre- 
ferred stock in the banks, it is done for 
the purpose of enabling them to qualify 
under the bank-deposit guaranty law, 
shortly to come into operation. (This, 
of course, does not apply to the Manu- 
facturers Trust Company.) Where 
purchases are made for this purpose it 
is not improbable that the Government 
will find itself a partner in the banks 
for an indefinite period. The outcome 
of this new development will be watched 
with interest. Impecunious borrowers 
who have long been unable to convince 
the banks of their desirability as credit 
risks may look forward hopefully to a 
time when they can bring political pres- 
sure to bear on their case. The extent 
of this development and its permanence 
are matters of profound interest to the 
banks and to the people. 


THE BANKING INVESTIGATIONS 
AT WASHINGTON 


the United States Senate has been 
conducting an_ investigation of 
banks and private banking firms. Some 
of these investigations have produced 
little of value or interest, while others 
have revealed facts of a startling char- 
acter. 
When such inquiries are made by the 
Senate for the purpose of gaining in- 
formation to be used in legislation, they 
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are entirely within the scope of the 
Senate’s powers and duties. But some 
of the investigations appear to have been 
pursued with other objects in view—to 
fnd out income tax evasions and for 
the purpose of making criminal prosecu- 
tions. It is a doubtful use of the Sen- 
ate’s powers. Such inquiries fall more 
properly within the scope of the judicial 
oficers of the Government. Political 
investigations for criminal prosecutions 
are not without dangers—not alone to 
those who have violated the laws and 
who deserve punishment, but to others 
who may become the objects of political 
persecution. The fact that a large cor- 
poration may have contributed heavily 
to the exchequer of a defeated party 
may cause the victors to institute an in- 
vestigation of the corporation’s business 
methods, and, even if no serious offense 
is revealed, the very fact of the inves- 
tigation, with all the attendant innuen- 
does and publicity, may have a very 
damaging effect. 

Real offenders against the laws cannot 
justly complain of their acts being in- 
vestigated. The fault is in the offense, 
not the investigation. But those who 
have not. offended may seriously and 
properly object to having their affairs 
dragged before the public with an obvi- 
ously hostile intention. 

Some of the recent banking investiga- 
tions at Washington have disclosed prac- 
tices sadly in need of correction, and it 
is gratifying to note that in one notable 
instance, and as a result of the dis- 
closures, such correction: has been 
promptly made. 


THE FUTURE ORGANIZATION 
OF SOCIETY 


ONG and intense gazing into the 
crystal ball has failed to reveal the 
future structure of society in this 


Others have 


“dipped into the future far as any eye 
could see,” and have had what they con- 
sider a prophetic vision of things to 
come. 

Many years ago, before the New Era 
and the New Deal, THE BANKERS 
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MAGAZINE expressed the view that hu- 
man society was like the sea, ever 
changing but always the same. This 
propensity for things to remain static 
the French have put into a saying—the 
more it changes, the more is it the same 
thing. And careful observers have de- 
clared that, when one form of govern- 
ment or of society is discarded, it is im- 
mediately reproduced in fresh guise and 
under a new name. 

It may be well to bear in mind this 
tendency of society to move in a circle 
when prophesying the changes that are 
to take place in our social organization. 

Many of the so-called modern social 
schemes are found on examination to be 
of very ancient origin. One who reads 
the life of Lycurgus as more or less 
veraciously narrated by Plutarch will 
discover in this biography numerous 
ideas now looked on by many as the 
product of recent thought. “Is there 
any thing whereof it may be said, See, 
this is new. It hath been already of 
old time, which was before us.” Thus 
Ecclesiastes. 

The “revolution” which Governor 
Pinchot of Pennsylvania and others talk 
about so glibly may be in part only the 
whirling of the wheels in the heads of 
those whose intellectual mechanism has 
been so upset by these turbulent times. 

In the course of ages some improve- 
ment in human relations has been made, 
some abuses have disappeared; but these 
changes are less numerous than is com- 
monly believed. Let the hope be cher- 
ished that the future may see more rapid 
advancement in the same _ direction. 
Since the world has not yet learned that 
there is no real gain in war and trade 
reprisals, in the face of centuries of evi- 
dence to that effect, the ground for this 
hope is exceedingly slippery. 


THE PREMATURE BURIAL 


NDEBTEDNESS to the late Edgar 
if Allan Poe is acknowledged for the 

above title, but with no intention of 
attempting to reproduce that gifted 
writer's shivers in the reader, for the 
victim in this instance is not human. It 
is only a long-accepted economic doc- 
















I 


494 


trine—that of laissez-faire. This doc- 
trine, without attempting a literal trans- 
lation of the French term, may be de- 
fined as letting things run their natural 
course. It is a doctrine long vigorously 
championed by one school of economic 
thought and as stoutly challenged by an- 
other. Between these disputants it is 


not the intention to act as umpire. With 
the customary evasiveness of many com- 
mentators, the view may be expressed 
that there is much to be said, on the one 





of the board of directors’ of the 

Guaranty Trust Company of 
New York, director of many corpora- 
tions, president of the Boys Club of 
New York City, ardent anti-prohibi- 
tionist, golfer and baseball fan, died of 
a cerebral hemorrhage at his Long Island 
home on October 10, after a six months’ 
period of ill health. His death was a 
great shock to New York financial cen- 
ters, and especially to the Guaranty 
Trust Company, which had lost its vice- 
president, Francis H. Sisson, by death 
less than a month before. 

Mr. Sabin was born at Williamstown, 
Mass., on August 24, 1868, and educated 
at Greylock Institute. He then went to 
work for a flour merchant at Albany, 
N. Y., at a salary of $5 a week. A 
talent which would seem to have no con- 
nection with banking decided the course 
of his future career. For young “Charlie” 
Sabin was a splendid baseball pitcher. 
Amateur baseball was the rage in Al- 
bany of the late °80’s, and the National 
Commercial Bank had a team weak in 
the pitching department. The captain 
of the National Commercial team per- 
suaded the bank’s president to add Sabin 
to the staff so that he might play in an 
important game. Sabin won the game 
and also the first upward step in his 
banking career. Thirteen years later he 
became vice-president of the bank he had 
pitched to victory, and thirteen years 
after that president of the Guaranty 
Trust Company of New York. 


(oF the H. SABIN, chairman 
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hand, in favor of this doctrine, and on 
the other hand, much to be said against 
it. Therefore, no one can truly say 
that THE BANKERS MAGAZINE is par- 
tial to either school of thought. All that 
it here seeks to point out is that things 
often considered dead and buried have 
an uncanny habit of again revisiting the 
glimpses of the moon, and that those 
now so gleefully dancing over the grave 
of laissez-faire may read on its tomb 
stone the one menacing word, resurgam. 





He was with the Park Bank at Al 
bany (1891-1898), with the Albany City 
National Bank (1898-1902), vice-presi- 
dent of the National Commercial Bank 
(1902-1907), vice-president of the Na- 
tional Copper Bank, New York City 
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(1907-1910), vice-president of the Me- 
chanics and Metals National Bank 
(1910-1915), president of the Guaranty 
Trust Company (1915-1929), vice 
chairman of the board (1929), chair’ 
man (1930). 


A Legislative Program for Banking 
The Need for Revision of the Glass-Steagall Act 


By GeorGeE V. McLAUGHLIN 
President, Brooklyn Trust Company 


developments of the past few 

months, we find ourselves com- 
pelled to agree with the scientists who 
have often said that “nothing is per- 
manent but change.” 

The Federal Reserve Act and the 
World War brought about a _ vast 
change in the American banking system 
twenty years ago. The economic changes 
of the past four years have brought 
about another, so great and far-reaching 
that we do not yet know where it will 
finally lead. On March 6, 1933, the 
President of the United States issued his 
historic proclamation declaring the ex- 
istence of a national emergency and sus- 
pending all banking operations in the 
country. That day marked the climax— 
not the beginning—of what might be 
called the latest revolution in our bank- 
ing system. The storm clouds had been 
gathering for three years. The “tor- 
nado” itself has passed, but the debris 
that it left in its wake is still lying 
about us and the architects of recon- 
struction have not yet completed their 
blueprints. 

I am sure that those of us who suc- 
cessfully weathered the storm of six 
months ago will agree that the present 
banking situation is tentative. We have 
shown great recuperative powers, and 
there has been a partial restoration of 
public confidence in banking, but, in my 
opinion, our present position is tenta- 
tive largely because the banking legisla- 
tion situation is tentative. We do not 
_ know what we are going to do because 
we do not know what the law is going 
to permit or require us to do. 

This applies particularly to the Bank- 
ing Act of 1933, usually called the 


Lp sewer backward at the banking 


Based on a recent address. 


Glass-Steagall Act, which is the most 
important piece of banking legislation 
since the Federal Reserve Act became 
law twenty years ago. Prof. Adolph 
Berle has described this act as a “bridge 
or a transition, rather than a permanent 
solution for the situation.” Prof. Berle 
also expressed the opinion that the Sen- 
ate Committee on Banking and Cur 
rency would be willing to reopen the 
question of banking legislation if asked 
to do so by a responsible group that 
desired to improve the banking system 
as a whole. 

That there is need for revision of the 
Glass-Steagall Act can hardly be ques- 
tioned, and the New York State Bankers 
Association has a committee working on 
the subject. But we must go further 
and strike at the roots of our past difh- 
culties through the formulation of a sane 
legislative program for banking. One of 
the mistakes we have made in the past 
is that we have neglected to do this. 
Bankers have consistently opposed legis- 
lation proposed by others but have 
failed to agree upon and submit a con- 
structive program of their own. By this 
I do not mean to infer that good bank- 
ing can be created by legislation. The 
source of good banking lies in the char- 
acter and capacity of the men who man- 
age banks, but unwise legislation can, 
and frequently does, encourage bad 
banking by making the field attractive 
to men of sub-standard character. It is 
now our task to frame and execute a 
broad program of banking reconstruction 
which will include not only construc- 
tive legislation, but also plans for volun- 
tary house-cleaning on matters outside 
the scope of the law. If we fail to do 
this, we cannot expect to regain the full 
confidence of the public. 

As all of us know, the Glass-Steagall 
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Act is a curious mixture of good and 
evil, probably as a result of the numer- 
ous compromises that had to be made 
in order to get the bill passed. I think 
it would be fair to say that the majority 
of the provisions of the act are sound 
and constructive, and that we should 
not disturb them. However, the deposit 
insurance sections are a glaring excep- 
tion and should be eliminated. 

It has been pointed out that deposit 
insurance plans have been tried in eight 
states and have uniformly ended in in- 
solvency. Proponents of the Federal 
deposit insurance plan might reply that 
the various state plans failed because the 
liability of solvent member banks was 
limited to a small percentage of average 
deposits per annum while the Federal 
plan provides for unlimited liability. 
Yet this is one of the strongest reasons 
why the plan is unsound. Although 
there is no legal limit to assessments on 
solvent banks to replenish the deposit 
insurance fund, there is certainly a prac- 
tical limit, because the stockholders of 
a solvent bank may be counted on to ob- 
ject to assessments that would seriously 
deplete their dividends. As president 
of the New York State Bankers Associa- 
tion, I have urged member banks not to 
withdraw from the Federal Reserve 
System because of the enactment of the 
deposit insurance plan, but it stands to 
reason that no banker or group of bank- 
ers could stop a wholesale exodus of 
banks from the system if the assessments 
mounted to an uncomfortable total 
Such a movement would, of course, de- 
feat the purpose of the plan. 

By way of illustration, let us suppose, 
for a moment, that every commercial 
bank in the United States had been a 
member of the Federal Deposit Insur- 
ance Corporation in the year 1930, 
when total deposit liabilities of closed 
banks amounted to $865,000,000. ‘The 
initial capital of the deposit insurance 
corporation, amounting to about $450,- 
000,000, would have melted away 
quickly, and member banks would have 
been assessed more than $400,000,000, 
which would have wiped out nearly two- 
thirds of their total net profits for the 





THE BANKERS MAGAZINE 










preceding year, 1929. The apprehen- 
sion caused by assessments of such mag- 
nitude probably would have stopped the 
payment of dividends on nearly all bank 
stocks. The market value of bank stocks 
would have dropped almost to zero and 
solvent banks would have hastened to 
withdraw from the system in order to 
assure the public that they needed no 
assistance. 

It might be argued, of course, that, 
had the insurance plan been in effect, 
we should not have had 1345 bank clos 
ings in 1930, because the public would 
not have lost confidence in its banks, 
But this argument is weakened by the 
fact that the various state guaranty 
plans did not preserve public confidence 
in the face of adverse conditions. As 
soon as the public realizes that the Glass- 
Steagall Act does not mean that the 
Government guarantees bank deposits, 
but merely that the banks insure each 
other, its value as a builder of conf- 
dence will be seriously impaired if not 
destroyed. 

Aside from the impracticability of the 
plan, it is most unfair to the larger 
banks. It is reliably estimated that the 
100 largest commercial banks in the 
United States hold at least half the total 
deposits of all banks (excluding mutual 
savings institutions). Under the plan, 
these banks would contribute at least 
half the total assessments, but they 
would not receive half the potential 
benefits. The bulk of deposits of the 
larger banks is represented by accounts 
with balances exceeding $10,000, which 
are only partially insured, while the bulk 
of deposits of the smaller banks is rep- 
resented by accounts carrying balances 
of less than $10,000, which are wholly 
insured. 

Taking the figures compiled by the 
Federal Reserve Board as of May 13, 
1933, we-find that the plan is also un 
fair from a geographical standpoint. On 
that date the reserve member banks in 
New York State held 34 per cent. of 
the total deposits of all unrestricted 
member banks in the country. On that 
basis, they would pay 34 per cent. of 
the member bank contributions and as- 
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sessments to the deposit insurance fund. 
Yet only 22 per cent. of the total de- 
posits of member banks in New York 
State would be fully insured, while 48 
per cent. of the total deposits of member 
banks in all other states would fall into 
the fully insured category. 

While it is almost obvious that any 
form of deposit insurance or guaranty 
tends to encourage unwise expansion of 
bank credit, there are some who express 
doubt on this point. In order to obtain 
some facts on the subject, we made a 
study of comparative banking conditions 
in the neighboring states of Iowa and 
Nebraska in the nine-year period 1911- 
1920. During this period, Nebraska 
had a guaranty fund for state banks, 
while Iowa had none. The two states 
are generally comparable from _ the 
standpoint of production and popula- 
tion growth. 

We found that in the nine years the 
number of state banks in Nebraska in- 
creased 53 per cent. and their total loans 
and investments expanded 329 per cent. 
In Iowa, during the same period, the 


number of state banks increased 28 per 
cent. and their total loans and invest- 


ments 167 per cent. The expansion of 
state bank facilities and credit was twice 
as rapid in Nebraska under the guar- 
anty plan as it was in Iowa. Of course, 
some of the expansion among the state 
banks of Nebraska was due to the fact 
that they were able to take business away 
from the national banks, which did not 
come under the guaranty, but, after al- 
lowing for that factor, it was found 
that expansion of bank credit in 
Nebraska was one and one-third as great 
as in Iowa. 

We know now that an excessive ex- 
pansion of bank credit was one of the 
principal causes of our recent troubles, 
and the original Glass Bill apparently 
was designed to prevent such excesses 
. in the future. Yet the deposit insurance 
features of the bill as finally enacted 
work in exactly the opposite direction 
and tend to defeat the purposes of the 
remainder of the act. 

There is also the question of the con- 
stitutionality of the plan, which we had 


497 


better leave to the lawyers. Many emi- 
nent attorneys believe that the right of 
unlimited assessment against solvent 
banks would amount to a confiscation of 
the stockholders’ property without due 
process of law. Others believe that the 
Supreme Court might uphold the plan 
on the ground of public policy. My 
own thought is that we should not let 
the question of possible unconstitutional- 
ity deter in any way our efforts toward 
seeking revision of the deposit insurance 
provisions through legislative means. 

Apart from the evident unsoundness 
of the deposit insurance plan from the 
long range viewpoint, there is the more 
immediate difficulty of execution. This 
concerns particularly the approximately 
8000 unrestricted state banks and trust 
companies which are not members of 
the Federal Reserve System. The act 
provides that such banks are to be ad- 
mitted to the benefits of the temporary 
fund (which becomes operative January 
i, next) upon certification by their re- 
spective state authorities after exuniina- 
tion by, and with approval of the deposit 
insurance corporation. 

I do not need to tell how long it takes 
to examine 8000 banks. We know that 
it cannot be done properly in four 
months or six months, without a vast 
army of examiners and supervisors. If 
we have, in any community, Bank “A,” 
already a Federal Reserve member, an- 
nouncing that its deposits up to $2500 
are insured, and Bank “B,” a non- 
member state bank, awaiting examina- 
tion and therefore unable to obtain de- 
posit insurance, we know what will 
happen to Bank “B,” no matter how 
sound its condition and management 
may be. This kind of situation, repeated 
thousands of times, will cause needless 
embarrassment to many sound ~banks 
unless the plan is changed. 

My suggestion is that some way be 
found to clothe the Federal Reserve 
System with sufficient power to liberalize 
its requirements for admission. This 
should be done in order to provide 
sound non-member banks in the smaller 
communities, which often do not have 
the high percentages of liquidity found 
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among the city institutions, an oppor- 
tunity to work out their own problems. 
Unless some such plan is worked out 
soon, many of the non-member banks 
will lose some of the confidence of the 
depositing public, which will be fearful 
that such banks will not be admitted to 
the system and enjoy the same protec- 
tion as member banks. 

In addition to the deposit insurance 
plan, there are two other sections of the 
Glass-Steagall Act that merit attention. 
Section 7 gives the Federal Reserve 
Board power to fix the percentage of 
capital funds of member banks in any 
district that may be loaned on stock and 
bond collateral. This power does not 
have to be exercised, but it might at 
some time in the future work a hard- 
ship on sound banks. For example, if a 
single percentage were set for all the 
banks in a given district, as apparently 
is contemplated in the law, it might be 
a proper percentage for strictly com- 
mercial banks and yet be embarrassing 
to the trust companies. It seems that 
ample power to restrict loans for specu- 
lative purposes is already given the Fed- 
eral Reserve Board by Section 3 of the 
act, which permits the board to suspend 
any member making undue use of re- 
serve credit in the financing of specula- 
tive operations. 

Section 33 of the act appears to be 
rather loosely drawn and should be clari- 
fied. As it stands, a strict interpreta- 
tion would forbid national bank officers 
to serve as directors of Federal Reserve 
banks, which obviously was not in- 
tended. There also is confusion as to 
whether the new Section 8-A that is 
added to the so-called Clayton Act con- 
flicts with Section 8 of the same act. 

Specifically, I think that the perma- 
nent deposit insurance provisions of the 
Glass-Steagall Act, which become effec- 
tive July 1, 1934, should be repealed on 
the ground that they set up a plan that 
is both impracticable and unfair. To 
limit the liability of members would 
bring the whole scheme into the same 
category as the various state guaranty 
plans that have failed. To have the 
Government guarantee all bank deposits 
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would encourage unsound banking and 
be unfair to the taxpayers. The solu 
tion of the problem of safety for the 
deposits of the public lies in the direc- 
tion of encouragement to sound bank 
management and the discouragement of 
unsound bank management, as far as it 
is possible to do so by legislation. 

This brings us to the point from which 
we should have started years ago—cor- 
rect diagnosis of the trouble and a treat- 
ment of causes rather than symptoms. 
Back in the year 1900 there were about 
10,000 banks in the United States. For 
twenty years thereafter the national and 
state supervisory authorities permitted 
an average increase of 1000 banks a 
year, with the result that in 1920 there 
were more than 30,000 banks in the 
country. This represented an increase 
of 200 per cent. in the number of banks 
in a period when the population of the 
country increased only 39 per cent. The 
reaction was inevitable, and now we 
have about 14,000 active banks, approxi- 
mately the same number as in 1904. I 
think that there can be no doubt that 
the mushroom growth of banking be- 
tween 1900 and 1920 was due to “com- 
petition in laxity” between Federal and 
state authorities in the authorization of 
new banks. 

Therefore I think we should start our 
legislative program by removing the 
possibility of competition in laxity be- 
tween the two sets of supervisory au- 
thorities. It can be provided that no 
new bank or new branch of an existing 
bank may be authorized without consent 
of both state and Federal authorities. 
Eventually, I believe we should have a 
unified banking system under a single 
supervision, but as an immediate propo- 
sition it is not practicable and something 
will have to be done in the meantime. 
I realize, of course, that there are few 
who want to go into the banking busi- 
ness at the present time, and there are 
plenty of reasons for that, but there is 
also a very urgent need for new banking 
facilities in many parts of the country— 
particularly in the Seventh Federal Re- 
serve District—and sooner or later there 
will be another era of expansion in 
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banking. We must be sure that it will 
be an adequately controlled expansion. 

Another important supervision prob- 
lem is the necessity for divorcement of 
supervisory authorities from political in- 
fluence. It has been said that we should 
not permit our banking system to be- 
come a football for speculators. To 
this I will add that neither should we 
permit it to become a football for poli- 
ticians. In the past it has often been 
kicked all over the field by both teams. 

In New York State we have made 
some progress toward solving this prob- 
lem. We have a banking board, of 
which the superintendent of banks is 
chairman. It consists of eight members, 
in addition to the superintendent, four 
of whom must have had banking experi- 
ence. All eight members are appointed 
by the Governor, with the consent of the 
Senate, but the four banking members 
are appointed from nominees chosen by 
the banks of the state. The banking 


board was given broad powers, and in 
the recent emergency it was empowered 
by the Legislature to suspend any provi- 


sion of the banking laws, upon two- 
thirds vote, for the duration of the 
emergency. To the credit of the mem- 
bers of the board it must be said that 
they have handled their great respon- 
sibility admirably. This board, in my 
opinion, represents the nearest approach 
that banking has made toward self-gov- 
ernment, and the principles that it em- 
bodies may well be applied elsewhere. 
In addition to the excessive increase 
in the number of banks between 1900 
and 1920, there was a progressive ex- 
pansion of bank credit and loss of 
liquidity between 1920 and 1930. The 
volume of bank loans and investments 
rose steadily, while the proportion of 
paper eligible for rediscount at Federal 
Reserve banks declined steadily, due to 
a diversion of credit into loans on real 
_ estate and securities and into purchase 
of bonds. When the urgent need for 
liquidity developed in 1930, 1931 and 
1932, holdings of eligible collateral were 
insuficient. This was not entirely the 
fault of the banks, because the available 
supply of eligible paper has been de- 
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creasing, due to changes in the financing 
methods of American business. While 
this situation has been met temporarily 
through emergency amendments to the 
Federal Reserve Act, I think that the 
time has come for a study to determine 
what additional types of sound bank 
paper might be admitted to eligibility 
without impairing the liquidity of the 
Federal Reserve banks themselves. 

I am not very optimistic over the 
prospects for Government regulation of 
the total volume of bank credit. The 
Federal Reserve Board seemed unable 
to control the expansion prior to 1929, 
and since that time little success has 
been encountered in the various efforts 
to expand credit in the absence of legiti- 
mate demand. Moreover, even if it 
were possible to control the aggregate 
volume of bank credit, it would not be 
possible to control its velocity, or rate of 
turnover, which is just as important. 
Therefore, I do not believe that any 
form of public control over bank loans 
and investments should be included in a 
sane banking legislative program. 

On the controversial subject of branch 
banking, I think that the answer lies in 
a gradual extension of branch privileges. 
In my opinion, it would be a mistake to 
legalize, with one stroke of the pen, 
nation-wide or even state-wide branch 
banking where it does not now exist, 
since that might create chaotic condi- 
tions. Yet the urgent need for new 
banking facilities in many communities, 
coupled with the fact that present bank- 
ing conditions are not attractive to new 
capital, suggests the necessity for exten- 
sion of branch banking in certain locali- 
ties. 

The question of a sound legislative 
program for banking is inseparable from 
the broader subject of public opinion, 
because public opinion is a powerful 
force in shaping legislation. No matter 
how constructive our program may be, 
it will fail if public opinion is against 
it. And public opinion is influenced in 
large measure by public information. 

Bankers must defend their business 
and its policies against the more or less 
irresponsible remarks of various persons 
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in public life and others whose words 
command publicity. Many of these 
gentlemen seem to feel free to “take a 
crack” at bankers regardless of whether 
they know the facts of the banking situ- 
ation, and their remarks influence pub- 
lic opinion. Unless we answer them, 
our case at the bar of public opinion will 
be lost by default. 

For example, the question of credit 
expansion is now very much in the pub- 
lic eye, and has been more or less so 
for the past two years. The cry has 
been raised, loudly and frequently, that 
banks are hindering business recovery by 
refusing to extend credit. Some finan- 
cial news writers have been kind enough 
to answer for us by explaining that 
banks cannot extend credit beyond the 
legitimate demand for it without violat- 
ing the principles of sound banking. Yet 
I cannot recall that any banker (myself 
included) has ever come forward with 
any facts in defense of his policies. 

My own institution, in common with 
other New York City banks, has been 
carrying excess reserves at the Federal 
Reserve Bank almost continuously for 
more than a year, because we have more 
funds than we can safely loan or invest. 
In order to determine the cause of this 
situation, we made an analysis of all 
applications for business loans ranging 
from $2000 upward received during the 
first eight months of this year. 

The results answered the question as 
far as we were concerned. We found 
that the demand for business credit had 
shrunk 50 per cent. from the correspond- 
ing period in the preceding year—which 
was itself a slack period. We also found 
that we had granted 81 per cent. of all 
the business credit applied for, and de- 
clined only 19 per cent. I want to sug- 
gest that other bankers analyze all of 
their policies that come under criticism, 
and be prepared to answer critics with 
facts. 

Another important element in the 
legislative situation is the relationship 
between bankers and legislators. All 
too frequently the banker regards the 
lawmaker as a necessary evil, and the 
lawmaker looks upon the banker with 
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suspicion. This situation tends to ob 
struct sound banking legislation, and 
there is no real reason for it. If Sena- 
tors and Congressmen would call upoa 
practical bankers for advice on legisla- 
tion of a financial or economic nature, 
[I am sure they would be justified in rely- 
ing upon it. The banker should confer 
as often as necessary with his Senator 
or Congressman on matters pertaining 
to legislation or any other relations be- 
tween Government and banking. Such 
an atmosphere of co-operation would go 
far toward bringing about more con- 
structive legislation in the future. 

A constructive legislative program 
would include means for. bringing about 
co-operation between the state and Fed- 
eral authorities in the authorization of 
new banks and new branches, pending 
the ultimate accomplishment of a ‘unified 
banking system; some method for divore- 
ing bank supervision from politics; some 
permanent modification of the eligibility 
provisions of the Federal Reserve Act; 
and a gradual extension of branch bank- 
ing. 

Regardless of legislation, the bankers 
of the United States must regain con- 
fidence in themselves and banish the re- 
maining vestiges of the fear that so re- 
cently paralyzed us. As far as I can 
see, there are no really serious dangers 
ahead. We may grow apprehensive 
over the use of public credit to aid dis 
tressed debtors and prospects for re- 
valuation of the currency. Yet both 
these things were done in ancient Rome, 
centuries before the empire reached the 
height of its power. There may be a 
redistribution of wealth and income in 
this country, but that is nothing new. 
It happened during the World War, 
and the result was that wealth soon be- 
gan to flow back to its original holders. 
It is true that during the 1920's we al- 
lowed our zeal for profits to carry us too 
far from sound principles, and we have 
been paying the penalty. But, if we 
learn from experience, there is no reason 
why the American banking system, 
through enlightened self-restraint and 
co-operation, cannot rebuild its structure 
better than it has ever been before. 





What Inflation Means to Bankers 


A Plea for Action in the Interest of Sound Money 


By WILLIAM Hayes 


OR six months the threat of infla- 
tion has been hovering over the 
United States, and hardly a voice 

has been raised in protest. For six 
months our newspapers, and those less 
public oracles which interpret the Wash- 
ington mind to the business world, have 
assured us that the value of money is, 
in some way, to be depreciated. For 
six months the President of the United 
States has possessed almost dictatorial 
powers for inflation of the currency and 
has evinced a growing inclination to use 
them. 

During this time those who have a 
concern for sound money have been, for 
the most part, silent. This is not to say 
that they approved of inflation. But 
they were reluctant to protest, lest they 
be accused of obstructing the recovery 
program. 

But now that we have climbed a 
quarter of the way out of the depres- 
sion (according to NRA Administrator 
Johnson) and the crisis is past, it is no 
longer necessary or desirable to sub- 
ordinate all considerations to the success 
of the recovery program. One may be 
permitted once more to question the 
wisdom of some of the measures sug- 
gested by our Government. One may, 
from time to time, raise one’s voice in 
opposition to some of them. More, it 
becomes a civic duty that one should 
oppose, with all the means at one’s com- 
mand, those proposals whose execution 
would work great and lasting harm to 
the country. 

The evils which attend inflation have 
_not yet been clearly brought before the 
country. That is partly why the pros- 
pect of inflation has been so compla- 
cently accepted by the average American 
in the last six months. During that time 
the proponents of inflation have been as 
articulate as their natural foes have been 
silent. They have held out inflation as 


a panacea for all the ills of depression— 
as the measure which would reduce the 
burden of debts, start prices up again, 
bring back business prosperity. hey 
have, of course, said nothing of the dis- 
locations and strains inflation would 
create. They have not mentioned its 
inequalities and injustices, nor its disas- 
trous after effects. 

These constitute the other side of the 
picture. That side needs now to be dis- 
played, so that, if the American people 
are to aid in making a decision on the 
question of whether to inflate or not, 
they may make it in the light of all the 
facts. 

This article is an attempt to reveal 
the disadvantages of an_ inflationary 
policy, mainly with respect to their ef- 
fects on banking and bankers. It is an 
attempt to reply to some of the argu- 
ments of the inflationists, especially 
those which relate to bank assets. It will 
be able to show clearly, I think, that in- 
flation is by no means an unmixed bless- 
ing. 

Let us deal first with the claim that 
inflation would benefit banking by re- 
storing the value of certain groups of 
bank assets. The argument runs thus: 
Many bank loans are secured by real 
estate which has depreciated during the 
depression until it could not now be sold 
for the face value of the loans. Infla- 
tion, by reducing the value of the dollar, 
would increase the dollar price of the 
land (it works like a seesaw)—for the 
value of the land would remain un- 
changed. The face value of the loan, 
being fixed in dollars, would remain con- 
stant, and would presently once more 
be covered, as the dollar value of the 
real estate advanced. 

This same line of reasoning has been 
used for security loans. It has been 
used, also, for bank investments in in- 
ferior grade bonds, whose price depends 
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more on the earnings of the companies 
than on the capital market. For it is 
true that inflation, by reducing the 
value of money, would probably in- 
crease the gross income (in dollars) of 
such companies, even though the volume 
of business showed no increase. Thus 
the companies would find bond interest 
covered by a larger margin than previ- 
ously, and a larger amount in dollars 
available for distribution on the junior 
issues of securities. 

So far the inflationists are on solid 
ground. What they leave out of con- 
sideration, however, is that poor real 
estate loans, security loans and invest- 
ments in sceond and third grade bonds 
constitute only a part of the assets of 
the average bank. While this part was 
appreciating in value, another group of 
bank assets would be depreciating. 


EFFECT ON FIRST GRADE BONDS 


For, among the first grade bonds— 
those which are in such strong position 
that they can last through any conceiv- 
able depression, and whose price, there- 
fore, responds more to bond market 
conditions than business conditions— 
the effect of inflation would be deprecia- 
tory. First in this category, of course, 
would be U. S. Government bonds. 

The credit of a Government is al- 
ways injured when that Government re- 
sorts to inflation, with the result that it 
has to pay higher prices on its borrow’ 
ings. That means, of course, that the 
bonds now outstanding at low rates 
would sell correspondingly lower in 
order to bring their yields in line with 
the then current yield for Government 
bonds. 

Moreover, the effect of inflation is 
always to make capital timorous and 
raise its price. It is only natural, if a 
borrower is uncertain whether he will 
be repaid in the same money he lends, 
that he should be reluctant to lend, and 
should do so only at some advance in 
price. There could be no better evi- 
dence of this than the experience of the 
jast six months in the United States— 
when we have not yet even had infla- 
tion, but only its threat. Nevertheless, 


it is everywhere remarked that the 
capital market has virtually dried up. 
It is only because of the support of the 
Federal Reserve banks that the prices 
of Government bonds have been so well 
sustained. 

As the price of capital advanced, the 
prices of first grade bonds would de- 
cline, constantly keeping their return in 
line with that of the market. 

Worse than that, however, would be 
the effect of inflation on the earnings of 
railroad and public utility corporations, 
many of whose bonds are held by banks. 
The main object of inflation, without 
which it is not inflation, is a rise of 
prices. The utilities and railroads under 
inflation would find themselves faced 
with increasing costs for all the goods 
they have to buy, whereas they would 
meet, on the other hand, the traditional 
opposition to increases in the prices of 
their services, and the cumbersome and 
deliberate manner in which regulatory 
bodies move in granting rate increases. 
For a considerable time, at least, they 
would probably have to absorb these 
higher costs without higher rates. That 
would mean a narrowed margin of profit 
and less protection for their bonds—if 
it meant nothing worse. It was some- 
what this situation which existed during 
the War, doing great damage to the 
traction companies in particular. 

Thus, while inflation might do some- 
thing to revalue some of the inferior 
assets which are contained in some bank 
portfolios, it is pretty certain that it 
would cause a depreciation of the high- 
est grade of bank assets. It is a ques 
tion whether there are any banks left 
with such a large proportion of poor 
assets that they would find this shift of 
values a welcome one. 

It is this prospect of depreciation in 
high grade fixed income securities which 
makes for one of the great injustices of 
inflation. For the bulk of the small sav 
ings of the country are invested 
(whether through savings banks, insur- 
ance companies or the savings depart: 
ments of commercial banks) in just this 
type of assets. If inflation went any 
great distance (and it nearly always goes 
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the limit) a good part of these savings 
might be lost, through no fault of their 
owners, nor any mismanagement or neg- 
lect on the part of those investing the 
funds. 

At the same time, the thrifty man, the 
saver, in whose welfare banks should be 
interested, since he provides an im- 
portant part of the funds in which they 
deal, would find his economic position 
attacked from another angle. The 
majority of savers—and indeed, the 
majority of all income receivers in the 
United States—are wage earners. Now 
it is a well established economic phe- 
nomenon that when prices begin to ad- 
vance they always outstrip wages. 
Gradually the wage earner discovers 
that, while he may be getting as much 
or even more (in dollars), his wages 
buy less and less. Then comes the com- 
plaint of “the high cost of living,” not 
heard in this country these fifteen years, 
but destined to become a frequent sub- 
ject of complaint if inflation is under- 
taken. Moreover, for those who supple- 


ment their wages with the return on 
capital, or who live entirely from the 
income on trusts and accumulated funds, 


the same squeeze is felt. The dollar in- 
come from such savings (unless they are 
invested in common _ stocks—which is 
rare) continues unchanged, whereas the 
purchasing power of the income goes 
down as inflation progresses and prices 
go up. 

Now it may be argued—indeed it has 
been and will be—that the possessor of 
accumulated funds and of an income 
fixed in dollars has benefited enormously 
in the last three years, through the de- 
cline of prices. It is, therefore, only 
equitable that he should give up a part 
of that unearned increment in the in- 
terests of business revival. The decrease 
of the purchasing power of his income 
will not become burdensome unless and 
until inflation gets beyond control. So 
long as it is held firmly in check, so long 
as prices do not, for example, rise above 
the 1926 level, no substantial injustice 
will be done. 

Granted. But inflation is a heady 
drug, and besides it is habit forming. 


The effects are delightful at first, but 
they gradually wear off. Then the 
patient requires another injection, and 
another, and another, in increasing 
doses, to produce that delightful stimu- 
lation. It is seldom that inflation can 
be checked, short of complete disaster, 
once it is undertaken. 

We have an example close at hand. 
This spring there was great agitation for 
inflation. The decline of prices, the 
agitators said, must be checked. It so 
happened (though the causes are still in 
dispute) that the decline of prices was 
halted at the time this demand was 
made. No actual inflation was under- 
taken save the inflation of credit by the 
Federal Reserve Bank purchases of Gov- 
ernment securities. But the departure 
of the United States from the gold 
standard, and the general opinion that 
inflation was inevitable, produced the 
same effect as inflation itself is claimed 
to accomplish. The stock market 
bounded upward for four months, busi- 
ness enjoyed the most rapid advance in 
our economic history, prices rose stead- 
ily and rapidly until the end of July. 
They have not since declined appre- 
ciably, but there the advance halted. 
The total gain in prices was some 25 
per cent. 


WHEN TO STOP? 


It would seem that this would be 
enough for the inflationists. Certainly 
deflation has been checked, ended, and 
recovery has begun. But even though 
business has mounted to a higher pla- 
teau, even though prices show no signs 
of sinking again, the demand for infla- 
tion has been revived in the last month. 
And where did it come from this time? 
From the cotton growing states, which 
are now able to get almost ten cents a 
pound for their cotton, compared with 
a little over five cents in the first quarter 
of the year. Is there any assurance that 
the demand for more inflation will not 
he renewed when cotton reaches fifteen 
cents a pound? I think not. 

Obviously, therefore, the best time 
to stop inflation is when (or even bet- 
ter, before) it starts. The longer it 
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continues, the more momentum it gains 
and the more difficult it is to check. It 
is toward stopping the present move- 
ment to inflation before it is irrevocably 
embarked upon that the efforts of bank- 
ers and other thoughtful individuals 
need to be directed. 

They will find arrayed against them 
a host of those who would gain, or 
think they would gain, by inflation. 
Those who profit from inflation are 
mainly debtors and speculators—those 
who have borrowed and now wish to be 
relieved of their obligations or have their 
loads lightened. The clamor for infla- 
tion comes particularly from speculative 
debtors—those who purchased land or 
securities, not for use or investment, 
but with the hope of reselling them at 
a profit. They borrowed the money for 
a part of these transactions, and now, 
being unable to make the resale they 
had hoped, they wish to be relieved of 
their obligation. 

Now I have nothing but sympathy 
for the business man who has borrowed 
for legitimate enterprise and, through 
no fault of his own, finds himself unable 
to pay. I should be the last to defend 
the use of harsh measures against him. 
But he has a means of relief at hand. 
The bankruptcy courts will release him 
if he is overburdened. Indeed, he need 
not even resort to them. The majority 
of creditors today are in a mood to be 
considerate. A frank and open state- 
ment of the facts to the creditor will 
usually bring about a compromise solu- 
tion, without resort to the courts, 
whereby the burden will be eased. 

The trouble with the speculative 
debtors is that they are bad losers. Hav- 
ing failed to secure their expected profit, 
they now wish to avoid paying their 
losses. They have a perfectly natural 
reluctance to part with the property 
from which (perhaps) they still hope to 
profit. Instead, they would much pre- 
fer to have the burden shifted, through 
inflation. 

Debtors are a most vociferous class at 
all times, and especially in depression, 
when their ranks are augmented. They 
complain loudly and often. That is why 
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they get so much attention from legis- 
lators. Any thoughtful man would 
hesitate to say that there are more 
people in the United States today (or at 
any time) who owe money than there 
are who do not. Yet that is the impres- 
sion one would get. 

Inflation, if undertaken, would not 
only tend to ease the debt burden (at 
the expense of the thrifty); it would 
also open the way for new and profit- 
able speculative operations. For, as the 
value of the dollar depreciates, as ex- 
plained before, the price of real estate 
and other tangible goods tends to ad- 
vance. Similarly, the price of common 
stocks (which represent a claim on tan- 
gible goods) tends to advance. Specula- 
tors are quick to take advantage of this. 
Witness their activity on the stock ex- 
change from April to July of the cur- 
rent year. Large profits can be made in 
a period of inflation by those who are 
willing to borrow heavily and purchase 
recklessly of tangible goods and com- 
mon stocks, 


INFLATION PUNISHES THE THRIFTY 


Meanwhile, the prudent and thrifty 
merchant or manufacturer learns an- 
other economic lesson—that the prices 


of raw materials generally advance 
faster than the prices of finished prod- 
ucts; thus that his margin of profit is 
constantly threatened. This is the worst 
feature of inflation; that it punishes the 
thrifty and prudent, and places a pre- 
mium on reckless speculation. 

There are few who would deny that 
too much speculation is one of the causes 
of our present distress. In fact, among 
the more thoughtful students of the busi- 
ness cycle it is fairly well agreed that the 
one way of mitigating depressions is by 
retarding the booms which precede them 
—-sitting on the bulge, so to speak. This 
means that the speculation which always 
accompanies a business boom must be 
restrained. The best way to restrain it 
is by discouraging the speculative spirit 
at all times and under all conditions. 
And yet here is our Government seri 
ously considering a policy of inflation 
which plays into the hands of specula- 
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tors and would whet the appetite of all 
our people for a share in the speculative 
profits. 

Thus we come to the final objection 
to inflation—the disaster which it brings 
in its train. The destruction of savings, 
of course, is one of the unfortunate re- 
sults of inflation, the glorification of the 
speculator is another; but neither of 
these impresses me so much as the fact 
that after inflation comes and must come 
—always—deflation. I need not paint 
the horrors of deflation; three years of 
close acquaintance with the condition 
on the part of my readers will permit 
them to supply their own details of the 
way it kills industry and prolongs de- 
pression. If inflation is a stimulant to 
business, deflation is a depressant. To 
imagine that we can have inflation with- 
out a subsequent deflation is to deceive 
ourselves. As well expect a small boy 
to eat green apples and not get a 
stomach-ache. 

What, then, is to be done about it, if 
we wish to avoid the unhappy con- 
comitants and consequences of inflation? 
We who believe they should be avoided 
must make our voices heard as vigor- 
ously as those who want inflation. We 
shall find ourselves in good company. 
Already the anti-inflation movement is 
gathering force. The Association of 
Life Insurance Presidents, the Associa- 
tion of Fire Underwriters, the National 
Association of Credit Men, the Amer- 
ican Federation of Labor, the American 
Legion, the A. B. A., and the Savings 
Banks Association of the State of New 
York have already taken their stand 
against inflation. Eight prominent busi- 
ness men (four Democrats and four Re- 
publicans) have sponsored and published 
a series of articles explaining the dan- 
gers of inflation. There is talk of form- 
ing an anti-inflation bloc in Congress, to 


be led by Senator Carter Glass and Sen- 
ator Joseph T. Robinson. 


WHAT BANKERS CAN DO ABOUT IT 


The way to influence political action 
is through political representatives. It 
can be done best, I believe, as individuals 
rather than through associations. The 
Administration is noticeably cool to 
bankers as such, but bankers as individ- 
uals can still make their protests effec- 
tive. The method is the same as that 
used by other individuals: writing to the 
President, to Senators, to Congressmen, 
asking them to oppose inflationary meas- 
ures. One such letter will have little 
effect, but the cumulative effect of many 
of them is bound to be felt. 

The matter of the preservation of 
sound money is not a party question and 
need not be approached as such. Both 
parties declared in their platforms in 
favor of sound money, and the President 
pledged himself to stand by the Demo- 
cratic platform in all particulars. But 
he needs to know that there are sup- 
porters still for this position in consid- 
erable numbers throughout the country. 

The fight for sound money is not new. 
It has been made in this country be- 
fore—in 1874 and again in 1896, both 
times of severe industrial depression, as 
bad or worse than the present. Both 
times the sound money forces won, but 
only by heroic efforts. They can win 
again, but only if they exert themselves. 
Inflation is a real threat just so long as 
any large portion of the thoughtful 
citizenry fails to rouse itself—and no 
longer. But it is many times more diffi- 
cult to draw back from a course of in- 
flation, once it is undertaken, than it is 
to prevent it. Those who feel strongly 
on this subject, therefore, should not 
delay in making their attitude known to 
their legislative representatives. 





How the Banks Co-operate in 
Advertising 


The Second of a Series of Two Articles on Co-operative 
Bank Advertising 


By L. DoucLas MeErReEpiITH, PH.D. 


Assistant Professor of Economics, University of Vermont 


Co-operative advertising has proved very useful to groups in many business fields. 
Mr. Meredith believes that it can be. 


Should it not be equally profitable for banks? 


Why 
In this 


second of his two articles, ie outlines the requirements for a successful campaign and indi- 
cates the pitfalls to be avoided and the special benefits to be secured by proper plan- 


ning.—EpITor. 


HE discussion of co-operative ad- 

vertising which appeared in THE 

BANKERS MAGAZINE last month 
presented a brief history of the develop- 
ment of co-operative advertising, sum- 
marized its advantages and disadvan- 
tages and drew the conclusion that co- 
operative advertising is frequently a 
desirable merchandising device for many 
groups of financial institutions. Ac- 
cepting this conclusion, it next becomes 
necessary to consider the principles 
which must be followed in developing 
a program of advertising of this kind. 


SELECTION OF PARTICIPANTS 


The first problem which arises when 
contemplating the development of a co- 
operative advertising program is to de- 
termine the institutions which shall 
participate. In those communities in 
which all of the banks have excellent 
reputations for stability and integrity 
this problem is readily solved, but un- 
fortunately it is sometimes of a linger- 
ing nature. No bank would be inter- 
ested in participating in any movement 
which tends to place its stamp of ap- 
proval upon all banks entering into such 
a campaign, but the fact remains that 
the public quickly reads many unwar- 
ranted inferences into every gesture. 
Probably the best method of caring for 
a situation in which a weak institution 
might derive undue advantages and 
prestige from participation in a co-op- 
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erative campaign with stronger organ- 
izations is to postpone temporarily the 
inauguration of such campaign until the 
doubtful member of the group has 
strengthened its position or disappeared 
from the horizon through suspension or 
absorption. Should the position of a 
participating bank become precarious, 
with ultimate failure inevitable, it would 
seem only reasonable to proceed with 
extreme caution for a time. With the 
failure impending, other members of 
the group can readily plan to inaugurate 
a more energetic campaign at the time 
the failure actually takes place in order 
to allay the general atmosphere of panic 
incident to such a situation. Neverthe: 
less, a small bank in strong condition 
very frequently merits the support of 
larger and better-known banks, and 
under such conditions no hesitancy need 
be displayed in welcoming such partici- 
pants into the group. Co-operative ad- 
vertising sows the seeds of its own fail- 
ure when it bands together a group of 
selected banks in exclusive fashion for 
a campaign, because, instead of eliminat- 
ing undesirable competition, such efforts 
merely unite omitted competitors into 
still stronger rival factions. Conse’ 
quently, the first essential of a co-opera- 
tive advertising campaign is that all 
banks of the particular type or com: 
munity which are co-operating and are 
of sufficient strength be extended invi 
tations to participate. 
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Another requirement absolutely essen- 
tial to the success of any campaign of 
this type is constant recognition by all 
participants that it is primarily co-op- 
erative. The plan should by all means 
be administered by a committee con- 
taining one representative from each 
institution, and each participant should 
have equal representation on the com- 
mittee, or else the campaign becomes 
subject to the domination of a few 
banks of the group. The names of par- 
ticipating members should only very 
rarely if ever appear in successive ad- 
vertisements in the same position, but 
out of fairness to all parties should be 
rotated through the various positions. 
If all banks in a city or county enter 


507 


outlined at the beginning for a specified 
period. In the first place, it permits the 
development of a theme to be utilized 
throughout the entire campaign or given 
period. Secondly, it makes possible the 
budgeting of expenditures and assess- 
ments on such a basis that participating 
banks know very nearly the exact 
amounts of the payments for which 
they will be held. In the third place, 
development of a program well planned 
at the beginning facilitates the merchan- 
dising efforts of each institution, making 
it easier for them to plan their inde- 
pendent advertising to tie up with the 
co-operative themes whenever such re- 
lationship appears desirable. Fourthly, 
it affords opportunity to develop a bal- 


“The distress and impending dangers which have been encoun- 
tered by so many banks during the past three years have greatly 


stimulated co-operative 


advertising by financial institutions. .. . 


Banks have found themselves in the majority of instances squarely 
on the defensive, bound to justify their policies, obliged to meet 


their obligations in the face of declining markets and growing 


fear on the part of the public. 
individual bankers to a greater 
of advertising.” 


into such a campaign, it is probably 
preferable to adopt some name by which 
the group may be designated, such as 
“The Associated Banks of Burlington, 
Vermont,” or “The Associated Trust 
Companies of Scranton, Pennsylvania,” 
or “The Clearing-House Association of 
Springfield, Massachusetts.” Each in- 
stitution may then well display in its 
show windows, at each teller’s window 
and in other conspicuous places within 
the institution, posters or cards indicat- 
ing that the institution is a member of 
the particular group. The advertising 
of the group may carry this name and 
also the names of participating banks. 


PLANNED PROGRAM 


It is highly desirable for several rea- 
sons that a campaign or program be 


These experiences have brought 


appreciation of the potentialities 


anced and consistent program to be fol- 
lowed, thus eliminating large expendi- 
tures and advertisements at the begin- 
ning of the campaign only to be fol- 
lowed by smaller space as the funds 
diminish. 

Another fundamental of co-operative 
financial advertising is that it be carried 
on regularly. If daily advertisements 
are placed, the regularity is readily at- 
tained, but in many instances groups 
have decided that such expenditures 
comprised too large a burden. It then 
becomes necessary to decide upon the 
frequency of the advertisements and 
the days upon which it is more desir- 
able to advertise, all of which depends 
to a large extent upon the peculiar con- 
ditions of the community and the theme 
being developed in the copy. By way of 
illustration, the campaign conducted by 
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the savings banks of Massachusetts con- 
sisted in 1923 of plans for a year’s 
period. These included “a series of 
twenty-three advertisements to appear 
every two weeks in Boston papers, and 
once a month in twenty-eight daily 
papers in leading cities, as well as eight 
foreign language papers.” 

Even though a regular program is de- 
veloped, allowance should also be made 
within the budget to care for those 
special occasions which inevitably arise 
outside of the regular schedule and 
which merit recognition by members of 
the co-operative group. 

The flexibility of co-operative adver- 
tising especially commends to bankers 
this form of merchandising, despite the 
fact that planning of programs is im- 
perative. Very elaborate programs or 
campaigns involving meager expendi- 
tures may be undertaken; the program 
may be discontinued at any time, if 
necessary, but this has happened in few 
instances; and the program may be ex- 
tended and enlarged at any time. Many 
of the campaigns examined have been 
confined to newspapers, but there are 
no reasons why such campaigns might 
not be extended to other media, such as 
booklets, outdoor advertising, car-cards 
and radio advertising, as well as to other 
media. The media to be used can be 
determined only by examination of the 
particular market area to be covered, 
but it would seem reasonable that, over 
a period of time, resort to a combined 
program involving several media would 
produce most satisfactory results. 


EDUCATIONAL ASPECTS 


Individuals directing co-operative ad- 
vertising should recognize to begin with 
that its primary function is that of pro- 
ducing sales through education of the 
public, for this advertising must be con- 
fined for the most part to description 
of services and the strength of the 
group, instead of being able to extol the 
merits of a particular institution. 

This educational aspect of co-opera- 
tive advertising requires that the story 
of banks and their services must be con- 
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cealed in appeals which will draw read- 
ers to it and result in development of 
the successive psychological steps to be 
performed by advertisements, in so far 
as possible. Even though copy is dis- 
tinctly of an educational nature, it may 
lead to further opportunities to pro- 
duce sales. For instance, a booklet or 
pamphlet may be offered in advertise- 
ments to those who make inquiry either 
by letter or personal call at any of the 
participating institutions, the names of 
which are listed in the advertisements. 
This affords opportunity for a contact 
to be made, the best part of this contact 
being that it comes from the customer, 
seemingly of his own volition. Thus an 
oficer or new business man can reply 
to the inquiry for the booklet, acknowl- 
edging the inquiry, offering the services 
of the organization and inviting the 
prospect to make a personal call to visit 
the institution. A new business repre- 
sentative or bank officer has still greater 
opportunity to sell the bank and its 
services to a prospect who calls at the 
banking house for his booklet. 


EMERGENCY USES 


The distress and impending dangers 
which have been encountered by so 
many banks during the past three years 
have greatly stimulated co-operative ad- 
vertising by financial institutions, as 
mentioned in last month’s installment of 
this discussion. Banks have found them- 
selves in the majority of instances 
squarely on the defensive, bound to 
justify their policies, obliged to meet 
their obligations in the face of declining 
markets and growing fear on the part 
of the public. These experiences have 
brought individual bankers to a greater 
appreciation of the potentialities of ad- 
vertising, but many of them have been 
exceedingly reluctant to undertake an 
aggressive advertising program alone. 

Numerous instances might be cited in 
which independent efforts where banks 
had not previously advertised but had 
recently begun produced fear in the 
particular community and resulted in 
heavy withdrawals. It becomes difficult, 
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however, to discover such results where 
banks have banded together to inaugu- 
rate advertising programs. Even though 
the banks of various communities have 
not embarked upon prolonged periods of 
co-operative advertising, in numerous 
instances they have united for brief 
periods to address the public and to at- 
tempt to appease public hysteria. Such 
procedure has undoubtedly alleviated 
fear in many instances, but the most 
significant result in many cases is the 
revelation of belated appreciation upon 
the part of bankers of the value of ad- 
vertising with united effort. 

These instances all lead to the belief 
that, when the banking business again 
approaches a stage of greater stability, 
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tures can be made specifically only in 
connection with each particular cam- 
paign, but in those instances examined 
it would seem that the expenses in- 
volved should not serve as a deterring 
factor. 

At the same time, expenses and qual- 
ity of the material used must always be 
reconciled,. because co-operative adver- 
tising campaigns and programs merit the 
highest degree of advertising skill ob- 
tainable in order to expedite their execu- 
tion. Media must be chosen with a 
view to reaching the greatest number of 
persons at lowest cost and with a mini- 
mum amount of duplication. Copy of 
the highest grade must be prepared, and 
advertisements must be placed accord- 


“The flexibility of co-operative advertising especially com- 
mends to bankers this form of merchandising, despite the fact 


that planning of programs is imperative. 
g prog ] 


Very elaborate pro- 


grams or campaigns involving meager expenditures may be under- 
taken; the program may be discontinued at any time, if necessary, 


but this has happened in few instances; and the program may be 
enlarged and extended at any time.” 


bankers will more willingly, at least, and 
probably very eagerly, enter into co- 
operative programs of advertising. 


EXPENSES 


Expenses of co-operative advertising 
campaigns will quite obviously vary with 
the extent of the program. Frequently 
such programs convey a message to the 
public without increasing the expendi- 
tures of individual banks, and, as pointed 
out in the first of these articles, in some 
instances reductions of individual ex- 
penditures ensue. The Massachusetts 
. savings banks, before undertaking their 
co-operative campaign, were spending 
$19 per $100,000 of deposits, and after 
the campaign began $2 per $100,000 of 
deposits. Of course, where the indi- 
vidual expenditures had been very lim- 
ited, the amount per bank might be very 
easily increased. Comments on expendi- 


ing to schedule. This all requires the 
executive supervision of a trained ad- 
vertiser, for best results will hardly fol- 
low the efforts of untrained expert 
menters. 

Consideration of the instances of co- 
operative advertising by financial insti- 
tutions referred to last month obviously 
leads to the belief that only newspaper 
and magazine advertising have been 
subject to co-operative efforts. This is 
true to a great extent, but no reasons 
exist why banks should not co-operate 
in the use of other media and in pro- 
grams of publicity, as well as of news- 
paper and magazine advertising. Much 
of the value of publicity rests in its re- 
lation to the particular institution, but 
numerous events transpire which in- 
volve all of the banks of a community 
to such an extent that widespread dis- 
semination of information concerning 
them would undoubtedly attract a great 
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deal of attention. Reports of meetings 
of committees of clearing-houses and 
bank associations, American Institute of 
Banking classes and meetings and similar 
items would be of great interest to the 
public and would evidence harmony 
which would contribute greatly to the 
development of confidence and good- 
will toward banking institutions. 


INVESTMENT ADVERTISING 


Throughout this discussion only very 
limited mention has been made of co- 
operative advertising by investment 
houses. Brief mention was made in the 
previous article of an instance in Mil- 
waukee and the consideration given 
such a project by the Investment Bank- 
ers Association, but few other instances 
have been found, accountable in all 
likelihood by the many varieties of in- 
vestment bankers who operate. Com- 
mercial and savings banking remain 
under the supervision of the Comp- 
troller of the Currency or state Super- 
intendent of Banks, whatever the ap- 
propriate title may be, and this tends to 
establish minimum standards at least. 
Such practices do not prevail in the 
investment banking business, which 
tends to make each house more depend- 
ent upon its own name and reputation, 
even though investment dealers are re- 
quired to comply with various provi- 
sions in many states. Thus it is not sur- 
prising that these firms have not banded 
together with the accord prevalent 
among savings and commercial banks. 
Furthermore, they have not been sub- 
ject to obvious fits of public hysteria 
which have almost forced commercial 
and savings bankers in many instances 
to resort to this type of advertising. 


Another reason which accounts for 
the lack of co-operation among’ invest- 
ment houses is the domination of large 
houses in the distribution of securities, 
This predominance, together with the 
fact that their businesses are of national 
scope instead of being primarily re- 
stricted to a particular community, has 
led to the development of independent 
advertising efforts. Restrictions imposed 
upon members of the various exchanges 
have also tended to stifle development of 
advertising among investment bankers. 
That co-operative advertising might be 
of great value to investment bankers is 
evidenced by the discussions of the mem- 
bers of the Investment Bankers Asso- 
ciation, which disclose lengthy consid- 
eration of such a program on a nation- 
wide basis in order to educate the public 
on investments. 


CONCLUSION 


Co-operative advertising has un 
doubtedly come to play a part of in 
creasing importance in the merchandis- 
ing programs of financial institutions, 
especially banks, during the past decade, 
and its growth promises to continue. It 
affords a splendid opportunity for bank- 
ers better to execute their mission of 
educating the public to a greater ap 
preciation of the economic and _ prac: 
tical significance of banking institutions 
in daily life. Such efforts expended 
carefully and intelligently should ulti- 
mately lead to greater profits for banks 
and to greater satisfactions for the pub- 
lic. The cases in behalf of and against 
co-operative advertising by financial in- 
stitutions appear to favor more wide- 
spread adoption of this form of mer- 
chandising. 
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Do Savings Hamper Prosperity ? 


A Challenge to the Oversaving Theory of the Depression 


By SIMON NEwcoMB WHITNEY 
The Chase National Bank, New York 


business depression which has brought 

such suffering during the last four 
years was caused by too much saving, 
then this is surely a matter in which 
savings banks are interested. Are they 
doing the wrong kind of business? 
Are they social parasites? Should they 
perhaps be transformed into agencies to 
assist people in spending their money? 
If it be true that oversaving caused the 
depression, then the savings banks have 
much to account for. 

Since this is an economic theory, it is 
something which I, as an economist, have 
studied, and on which I might claim the 
right to an opinion. I would hardly 
dare state what interest should be paid 
depositors or what should be done with 
their money. But, when the cause of the 
depression is being discussed, I feel less 
like a fish out of water. It is muddy 
water, to be sure. The notion that too 
much saving caused our trouble is so 
contrary to everything we have been 
taught about the virtues of thrift that 
it is either an amazing paradox or a 
mistake. 

This is no mere academic theory. 
True, occasional writers on economics 
have championed it ever since the time 
of Karl Marx. But in the year 1933 it 
has suddenly blossomed out as the offi- 
cial theory on which the United States 
Government is basing its operations. 
Before 1933 business men and bankers 
might not have cared so much what the 
Government was thinking; but since the 
last session of Congress this attitude is 
passé. Today the theory of the Gov- 
ernment is necessarily, whether we like 
it or not, the theory on which the whole 
country must do business. The Admin- 
istration believes in, and is enforcing, 


I: a theory is widely held that the 


———_. 


Based on a recent address. 





the principle that to increase purchas- 
ing power is the way out of the depres- 
sion, and it is ordering wages to be 
raised, with the primary object of put- 
ting money in the hands of those who 
will not lay it aside, but rather spend it. 

If it were necessary, to make sure of 
my ground, I could quote leading spokes- 
men of the Government in support of 
the oversaving theory. Many of the 
framers and administrators of the indus- 
trial program now in operation have 
presented it clearly and vigorously. But 
I think no extended citations are re- 
quired; the program speaks for itself. 
One cannot doubt that this is the official 
theory of the depression. I will quote 
just one important figure in the Gov- 
ernment, who has expressed the argu- 
ment concisely in the following words: 
“In my opinion the depression arose in 
large part from the failure to co-ordinate 
production and consumption. During 
the years 1922-29 corporate earnings 
rose very much faster than wage rates. 
This led to an overexpansion in produc- 
tive equipment, particularly machinery 
and plant facilities. The great mass of 
consumers did not receive enough pay 
to take the goods off the market.” 
Notice that deposits in savings banks are 
not specifically condemned, but only too 
much investment. Yet surely the money 
of a savings bank, like the surplus of a 
corporation, goes toward expanding our 
capital equipment—-at least, if that head- 
ing includes railways, public utilities and 
office buildings. 

Now this theory, being official, de- 
serves a more extended exposition and 
analysis. The argument begins with the 
inequality of income which prevails in 
modern society. Wage earners and 
others who receive only moderate pay 
are forced by necessity to spend most or 
all of their receipts on current living 
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expenses. The wealthy classes, on the 
other hand, are unable, however ex- 
travagant their tastes, to spend their 
entire incomes. No man can eat six 
meals a day and, after a man owns two 
or three country houses, new houses 
begin to pall—at least, so I imagine. 

Thus the wealthy cannot help saving 
huge sums of money every year. These 
sums are not hoarded—and it is right 
here, according to the hypothesis we 
are considering, that the trouble arises. 
If hoarded, the money would do no 
harm. If wasted, by being loaned to 
governments and blown up in the form 
of bombs, it would do no economic 
harm, so we are told—not even if the 
bombs ploughed up wheat fields or killed 
pigs, for then, presumably, “overproduc- 
tion” would be prevented. Unfortu- 
nately, it appears, most of the money is 
invested, and it is invested, either di- 
rectly or through the medium of finan- 
cial institutions, in productive industry. 
In other words, factories, machinery 
and transportation equipment are built. 
While this investment and construction 
are in progress, there is a time of great 
prosperity. But ultimately the new 
plants are ready to come into operation; 
and then a flood of goods threatens to 
come on the market. There is no new 
or additional purchasing power to buy 
the goods. They are left unsold or sold 
at lower prices, profits disappear and 
we have a business depression. 

Such is the oversaving theory—which 
may equally well be called an over- 
investment, and underconsumption or 
an overproduction theory. It certainly 
contains an element of truth. The 
overexpansion of industrial plant is a 
marked feature of business booms, and 
this overexpansion seems to be followed 
almost inevitably by collapse. Between 
1922 and 1929 a boom did occur in 
construction, and this did contribute 
greatly to the disaster. But we meet 
the first flaw in the argument in its 
assumption that this boom was financed 
entirely out of savings. To a large 
extent it was financed by savings; but 
to another large extent it was financed 
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by quite a different thing—by credit, 
which drew in advance on expected 
future savings. This was seen at the 
time by the economist of my own: bank, 
B. M. Anderson, Jr., and he stressed 
this vital distinction and the important 
role that bank credit was playing, in 
the current Chase Economic Bulletins. 
Two of these, which appeared in 1926 
and 1928, have revealing titles: Bank 
Money and the Capital Supply and 
Bank Expansion Versus Savings. If a 
corporation turned its earned surplus 
into new plant, that was saving; but, 
if it floated a stock or bond issue, then 
it was not, unless the buyers of the 
issue had previously saved the money. 
That they had not always done so is 
evidenced by the gigantic increase dur- 
ing those years in brokers’ loans, in 
other bank loans against securities and 
in bank investments in bonds. When 


a stock issue went into the hands of 
margin buyers, it would be far-fetched 
to claim that the resulting corporate 
expansion was made possible by over- 


saving. “Overcredit’” would be a better 
explanation, and for this the savings 
banks, at least, were not to blame. To 
ask what was to blame would take 
me too far afield; but it would seem 
that when war, war debts and tariffs 
cause an abnormal supply of gold to 
pile up in a country, and when an easy 
money policy is followed, bank credit 
is bound to expand. 

So we admit the first truth in the 
theory—there was too much investment 
but we find its first flaw—the overin- 
vestment was due not so much to sav 
ings as to credit. This leads us to a 
second weakness in the argument. Is 
it not true that this has been the worst 
of all depressions? That means, I sup- 
pose, that saving during the 1920's was 
the biggest ever, and spending the 
smallest ever? Does this square with 
the facts? Actually, spending, like the 
stock market, went to new highs; there 
was no apparent “underconsumption.” 
And what about wages? If the official 
hypothesis is correct, then wages must 
have been exceedingly low before 1929. 





THE BANKERS MAGAZINE 


They were low, when compared to what 
is needed to live in comfort, but high 
when compared to all previous figures. 
In fact, the belief was widespread that 
it was our high wages which caused 
our prosperity. The data of the Na- 
tional Bureau of Economic Research in- 
dicate that income of wage earners rose 
from 3614, per cent. of the national 
income between 1909 and 1914 to 39 
per cent. between 1922 and 1927. Iam 
afraid the official theory would be hard 
put to it to explain the actual figures. 
Just to mention another group of figures 
—our long-term debts, as estimated by 
the Twentieth Century Fund, increased 
from $75,000,000,000 to $136,000,000,- 
000 between 1921 and 1929, and com- 
mercial bank deposits rose from $29,- 
000,000,000 to $47,000,000,000. A 
true explanation of the depression must 
somehow link up large spending, huge 
investment and colossal borrowing. 

No one can deny that higher incomes 
for the masses of the people are a cry- 
ing need of America and the world. 


But why do our theorists demand high 


wages? Primarily because it is hoped 
that they will be spent rather than 
saved. To my mind, much as higher 
wages are to be desired, we should look 
forward to this decrease of saving with 
apprehension rather than hope. Under 
proper credit conditions the excess of 
investment over saving can, perhaps, be 
eliminated. What, then, if some of 
our actual savings are eliminated too? 
This will simply mean a decrease in 
the capital equipment of the country, 
and therefore a smaller national prod- 
uct. Probably we can endure this if 
it results in a very great lessening of 
our booms and depressions. But will 
it? I don’t know for certain, but I 
fear that it will not. Instability arises 
rather from changing rates of saving 
than from saving as such. I am afraid 
the net result might be that business 
cycles would continue, but would rest 
on a lower level of national income. So 
the remedy proposed does not look so 
attractive. as at first sight. Greater 
consumption by those who have been 
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in need is much to be desired, but the 
same cannot be said for the decline 
in saving which is asked for along 
with it. 

Now it may be that the remedy 
which is urged conceals another flaw. 
If wages are arbitrarily raised by ofh- 
cial command, there is some danger 
that the ultimate result will be increased 
unemployment. Economists have long 
supposed that wage rates depend pri- 
marily on what employers can afford 
to pay. This, in turn, is limited by 
the selling price of the product. If an 
employer is to pay higher wages, he 
will probably have to charge more for 
what he sells. But if the consumer— 
and not only workers but others are 
consumers——-cannot pay the added 
charge, then the employer has no 
alternative but to stop producing. 
Right now we are having a most inter- 
esting experiment. Employers are actu- 
ally pledging themselves to pay more 
for their labor than it can be worth to 
them under current conditions, because 
they hope for a better future. If this 
experiment succeeds permanently, and 
not merely during the time necessary 
to solve industry’s present inventory 
problem, it will modify some of the 
economists’ views on wages. But I am 
still apprehensive lest stabilizing wage 
levels may ultimately have the same 
effect in this country that it had in 
England. Over there, during the 
1920's, there were always at least 1,000,- 
000 unemployed, most of whom could 
have been reabsorbed in industry 
had the trade unions been willing to 
permit a lower scale of pay. Then 
the employers would have been able to 
compete again in the world market. 
I am not saying that English labor lost. 
Some received high wages, some re- 
ceived unemployment benefits; but in- 
dustry stagnated. Possibly a more far- 
sighted plan would be, not to order 
wages up, but to make the low-paid 
worker able to earn and be worth 
higher wages—through technical and 
vocational training, and through increas- 
ing his mobility to enable him to move 
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to the best job that opens, whenever 
it opens. 

Let us analyze the official theory a 
little further, to see whether we might 
not be able to keep the benefits of sav- 
ing, and yet avoid overinvestment. The 
social value of saving is in its use, and 
so we would not want to cut the 
Gordian knot here by preventing in- 
vestment. I say Gordian knot, because 
the whole theory contains four or five 
logical points, all tied together. In the 
first place, we have inequality of in- 
come, which results logically in saving 
by the wealthy. It is right here that 
the Government proposes to cut the 
knot. Then we have savings turning 
into investment; but few if any would 
advocate hoarding. Next we have the 
new capital operating to increase the 
output of goods, and thus forcing prices 
down. The average manufacturer says: 
Let us cut the knot here; let us hold up 
prices; then there will be no depres- 
sion. This is another mistake. When 
this flood of goods comes out, it must 
either be sold at cut prices—or it will 
not be sold at all; and all too often 
prices have been held .up and sales 
volume allowed to decline. The next 
and last link in the chain is that which 
binds falling prices to falling profits. 
It is this link which I would cut. 
I would agree with the manufacturer 
that depressions—in so far as they are 
caused by overinvestment, and they are 
only partially so caused—would be 
avoided if profits could be kept up. 
But it seems to me that the only de- 
fensible position is to try to combine 
falling prices with profits that do not 
fall—or, rather, do not fall faster than 
prices do. The secret becomes clear 
at once. We must try to make costs 
fall when prices fall. The trouble to- 
day is often that costs are fixed, where- 
as selling prices decline easily. Long 
term interest rates are fixed, so long as 
bond issues are outstanding; leases can- 
not be changed for months, or even 
years; wages and taxes resist reduction; 
and freight, telephone and power rates 
are maintained by government control. 
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Is not the obvious remedy to introduce 
something of the same flexibility into 
these items of cost that already exists 
in wholesale prices? I do not mean 
that contracts should be broken; but 
something can be done to minimize 
fixed charges at the start. Even long 
term contracts might well stipulate for 
a little of that adjustability in rent or 
interest which short term debts now 
provide. 

For new saving to take place with- 
out friction we would need perfect 
flexibility in all prices. This ideal situa- 
tion is clearly unattainable; but we 
should approach it wherever possible. 
Not that we desire such rapid changes 
in the price level as have afflicted us 
in the last twenty years. Only a gentle 
price decline should result from capital 
accumulation and_ technical progress, 
and this gentle decline should help, 
not hurt. It is through lower prices 
that saving and technical improvement 
benefit the consumer, and thus raise 
the standard of living as directly as 
does the lifting of wages. 

The whole problem is too complex 
for any ideal solution to be possible. 
But it seems to me that in attempting 
to solve it we should be certain that 
we are starting in the right direction. 
The right direction is surely the one 
which will not encourage wastefulness, 
but rather encourage thrift; and which, 
when the investment of capital does 
actually result in the production of 
more goods, will not encourage the 
producers to combine so as to limit 
output, but will rather encourage them 
to sell all that they can produce at a 
price which the consumer will be able 
to pay. 


Did saving cause the 


depression? 
Perhaps in part—that is, many of the 


investments of the °20’s turned out 
badly, and thus contributed to the 
crash; and some of these bad invest- 
ments were made out of savings. But, 
however wrongly some savings may 
have been invested, saving itself has 
too precious a function in society to 
justify placing it under the ban. 





The Volume of Loans and 


Discounts 


By FRrepEricK MUELLER, JR. 


This is the second of a series of twelve articles by Mr. Mueller in which 
he will discuss the various problems involved in the management of the earning 
assets of the bank. The first article appeared in the October issue.—Enprror. 


previous chapter, and it has been observed that liquid- 

ity must be derived mainly from the earning assets. 
Loans and discounts are the result of short term credit 
extensions, the normal functioning of which results in a 
continual inflow of cash to meet current outflow. This is 
due to staggering the loans, the assumption being that the 
loans will be paid at maturity, which will satisfy the prede- 
termined normal expectancy of demands. Im case, how- 
ever, the normal expectancy of demands is replaced by 
extraordinary demands of creditors, or the normal inflow 
from maturing loans fails, some means of building up the 
‘ash reserve must be found. In such a case, the first step 
towards liquidity is a discontinuance of loaning, thus 
depending upon the inflow of cash to offset withdrawals 
and to build up the reserve. If this is not sufficient, then 
resort must be had to reducing existing loans to cash by 
rediscounting. The available market for the liquidation of 
eligible and acceptable paper is at the Federal Reserve 
Bank, which stands as a buffer between ordinary and 
extraordinary demands of creditors. Loans and discounts, 
then, contributing in such a large degree to the liquidity 
of a bank, deserve separate attention. 

Loans and discounts are the chief earning asset of a 
bank. As was previously shown, a study made by the 
American Bankers Association indicated that the average 
return on capital and deposits of the group under investiga- 
tion was 5.36 per cent., of which the income from loans and 
discounts accounted for 3.45 per cent. Stating its impor- 
tance in another way, of the total income received, loans 
and discounts produced 64.36 per cent. It easily justifies 
itself as the largest contributor to the income of a bank, 


T's FE. necessity of liquidity has been emphasized in the 
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and, because of this, is entitled to special consideration. An 
examination of the trend displayed by this class of asset 
will indicate its changing importance. 

Total loans and discounts compared to the total earning 
assets are shown in the following table: 


TABLE 1 


PROPORTION OF LOANS AND DISCOUNTS TO TOTAL EARNING ASSETS 


(millions) 
Per Cent. 
Loans Total Loans 
and Discounts Earning Assets and Discounts 

1922. ccccceceses.. $11,287 $15,775 71.35 
a 11,828 16,859 70.15 
i), a . 17,096 70.12 
FO. .cnccecdsctisaccciseies eee 18,388 68.97 
1926.... Saviussnsds. eee 19,269 69.68 
1927. estees 13,965 20,358 68.60 
1928..... 15,155 22,302 67.97 
| ne . 14,811 21,467 68.99 
renee | 21,785 68.38 
1931.... Seaceno 13,185 20,860 63.21 


The relative importance of loans and discounts to total 
‘arming assets can be judged from the preceding table. 
Over a period of ten years this item has remained at greater 
than five-eighths of all earning assets. Volume, of itself, 
however, will not necessarily produce the greater portion 
of the return. The return also depends upon the rate at 
which these loans were consummated. Other things being 
equal, however, it is not surprising why this item produces 
more than half of the income of a bank. 

In considering loans and discounts, we are considering 
what classical writers considered as the primary function of 
a bank, the advancing of short time, self-liquidating credit. 
This short time credit will generate its own payment; that 
is, the process being financed will eventually, and in a short 
time, return to the borrower funds sufficient to pay off the 
loan. The demands for this type of self- -liquidating credit 
occur periodically, and ‘ borrowers should in general 
rely on banks for seasonal requirements only.”’ The 
primary distinctions to be noted between this type of credit 
and that granted through the purchase of investments are 


*Phillips, Bank Credit, p. 4. 
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maturity and purpose. Investments, representing in 
general ‘fixed ¢ ‘apital which must go through a slow process 
of transformation, necessarily require a long period for 
repayment, because the period of transformation is long. 
Short time or commercial credit, on the other hand, is used 
generally to speed an existing process to consummation, 
which, in the ordinary cases, consumes a small portion of 
time. 

Loans and discounts are susceptible to many and varied 
types of classifications. ‘They can be classified as to the 
degree of control which the bank retains over them as 
demand or time loans. ‘They can be classified as to the 
purpose to which the proceeds are applied, as manufactur- 
ing or agricultural purposes. Again they can be classified 
as to the class of obligor, as a utility; and these classifica- 
tions, while not infinite, can be subjected to numerous 
divisions.” 

There is no single condition which determines whether a 
loan is good or bad. The ultimate payment or default of 
the loan will depend upon at least two things: first, that 
the loan is soundly granted, and, second, that the interven- 
ing of the time until payment is of such a character that 
deviations from the computed normal expectancy will not 
affect the repayment of the obligation. The answer to the 
question as to whether a loan is sound should be based upon 
all of the factors which exert any force on the business. 
The place of the credit department is to collect relevant 
data, and the loaning officers’ responsibility is to interpret 
these data in the light of his personal knowledge and experi- 
ence, either granting the loan, or rejecting it because all 
contributing factors do not point towards soundness. If the 
loan is sound at present, the probability of repayment at 
maturity will raise the question as to whether or not, con- 
sidering the future state of business in general, the borrower 
will be in a position to pay off his liability. One writer 
makes the observation that “business conditions are never 
static . . .”,® leading us to the conclusion that, whatever 
the conditions may be at the time the loan is granted, the 


*Munn. op. cit. suggests several classifications in ch. 1, p. 19, and ch. 2, 
pp. 40-44, 

‘Jordan, Practical Business Forecasting, p. 207; see also Hanson, Business 
Cycle Theory for theories of fluctuations. 
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conditions present at the time of repayment will be differ- 
ent, either making for an easier or more difficult situation 
in repaying the obligation. This is one of the most impor- 
tant and difficult angles for the banker to analyze. He is 
interested in the present condition of the business and also 
the future of the business, for it is upon the repayment of 
the loan that he is depending for an inflow of funds, both 
to replenish the cash reserve or to reloan. Reasonable 
allowances must be made for the specific business, as well as 
deviations normally expected to occur in general business. 
However, if too large allowances are made, a disgruntled 
borrower may be the result; whereas, on the other hand, if 
too little margin for ordinary fluctuations is made, the date 
of repayment may find the borrower in difficulties which 
will preclude repayment. 

In such a case the banker is forced to “carry” the 
borrower, and how long it will be necessary to carry 
him depends upon circumstances, but too often means an 
eventual liquidation of the business. 


“Such a step should only be taken as a last resort, after every 
effort has been made to work out the line, for, as a rule, when a situa- 
tion reaches this point, the bank faces a substantial charge-off, for 
recoveries of this type are usually small.’’4 


Such a step a banker is hesitant to take, and yet, if it is 
one where no alternative is possible, a small recovery is 
better than none. Inaccurate foresight, due to lack of 
information or misinterpretation, is responsible for many 
loans which end in the “frozen” class. It is from this tyne 
of loan that the banker suffers his greatest loss. In order 
to avoid this, he must grant credit only to those businesses 
which are, at the time of granting the loan, in a sound 
position, after making ample allowances for probable inter- 
vening fluctuations. Avoidance of losses on loans and 
discounts must be the result of the banker’s deduction from 
all contributing factors which have affected the business and 
which will affect it, and not from any single factor, or even 
a restricted group of factors. 

In studying national bank loans and discounts, the 
growth in this item should be observed. 


*Stronck, Eigelberner, op. cit., p. 190. 
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TABLE 2 
GROWTH IN LOANS AND DISCOUNTS 
(millions ) 
1922 1931 Increase 
Loans and Discounts................$11,257 $13,185 17.12% 


Over a period of ten years, the loans and discounts have 
had an absolute growth in amount of nearly $2,000,000,000, 
or an increase over 1922 of 17.12 per cent. This would 
indicate an expansion in this type of commitment, looked 
upon with favor by those inclined toward the classical 
theory of banking. It indicates the willingness of bankers 
to finance an increasing amount of business activity by 
granting loans of short term character, which will liquidate 
themselves in a brief period, returning to the bank to 
rebuild the cash reserve and to serve as the basis for further 
loans. 

This increase in loans and discounts can be misleading 
however. Although the total of these items has increased 
over 17 per cent. in dollar amount, they must be examined 
in the light of their proportional increase to all earning 
assets in order to determine the true trend. In. 1922 loans 
and discounts were 71.35 per cent. of total earning assets 
(Table 1), and, unless there has been a reversal in trend, 
we should expect to find approximately the same proportion 
in 1931. The proportional trend is illustrated in the follow- 
ing tabulation: 


TABLE : 
PROPORTION OF LOANS AND DISCOUNTS TO TOTAL EARNING ASSETS 
(millions ) 
Loans Total Per Cent.to Total 
and Discounts Earning Assets Earning Assets 
1922 5257 $15,775 71.35 
WAMED vais sey siuensactacessoohes 13,185 20,860 63.21 


It is evident from these figures that the trend of loans 
and discounts, whereas it has not been on the down grade, 
has been increasing at a less rapid rate than have the other 
items in the total earning assets. In 1922 loans and dis- 
counts comprised 71.35 per cent. of the total, or more than 
seven-tenths of the aggregate earning assets. At the end 
of ten years, however, it had decreased to slightly more 
than six-tenths of the total. The proportional decrease has 
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amounted to 8.14 per cent., or an average of slightly less 
than 1 per cent. a year over the period. This decrease took 
place in the face of a 17.12 per cent. increase in dollar 
amount, so that, while the loans and discounts were increas- 
ing, the rate of increase was less than the rate shown by 
total earning assets. 

The rate of increase in these two items may be indicated 
by the following table: 


TABLE 4 
INCREASE IN EARNING ASSETS AND LOANS AND DISCOUNTS 
(millions ) 


Per Cent. 
1922 1931 Amount Increase 


Earning Assets.................... $15,775 $20,860 $5084 32.24 
Loans and Discounts........... 11,257 13,185 1927 17.74 


In the ten year period, total earning assets increased 32.2 
per cent., while loans and discounts increased at about one- 
half that rate. In other words, total earning assets, com- 
prising securities and loans and discounts, were being in- 


creased more rapidly in investment securities than in loans 
and discounts. Stating it another way, it means that loans 
and discounts were increasing at only half the rate of the 
increase in total earning assets. 

This rate of increase is not without significance, as it 
means a reduction in the proportional amount of short term 
credit being granted by banks, and indicates that an increas- 
ing amount of credit is finding its way into other than short 
time, self-liquidating commitments. Whether this change 
in the trend of credit advancements means a greater or less 
drain on the earnings of the banks because of losses is open 
to proof. It is important, however, to notice that a change 
in attitude had taken place, and 


“|. . that broad forces were at work tending to alter profoundly the 
demands for bank credit and that, as a matter of self-preservation, 
banks were forced to adjust themselves to new conditions of demand 
in order to meet expenses of operation, and to earn dividends upon 


invested capital.””® 


One of these demands, as we have seen, was the demand 
for long time capital, a larger proportion of which was 


‘National Industrial Conference Board, op. cit., p. 93. 
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being furnished by banks over this period. The trend is 
unmistakable, and its consequences, whether good or bad, 
will either justify or condemn this deviation from classical 
theory. 

The diversification of the loans and discounts is pre- 
sented in the following classification for the seven years 
from 1922 to 1928 inclusive.® 


TABLE 5 
DIVERSIFICATION OF LOANS AND DISCOUNTS 


(millions ) 
Eligible 
Under Sec. 24 
Demand Loans Time Loans Fed. Reserve Act 
Unsecured Secured Unsecured 
with One by with 
or More Merchan- One 
Firm Secured dise or More Secured Secured by 
Names by Ware- Firm by Merchandise 
or Stocks house Names Stocks Warehouse On Other 
Indivi- and Receipts, or and Receipts, Farm Real 
duals Bonds ete. Individuals Bonds ete. Land Estate 


$657 $1408 $270 $5818 $1499 $1112 $101 $ 87 
733 1463 276 6176 1519 += 1111 108 125 
737 1545 268 6128 1559 1087 116 += 188 
726 1843 300 61382 1817 1062 122 # £269 
775 2053 324 6344 #1982 1133 1238 337 
$21 9298 3842 6195 23275 1062 #165 571 

2616 384 6225 2497 1092 187 755 


One of the most obvious observations is that, of every clas- 
sification, all have increased in absolute amount, except 
time loans “secured by merchandise, warehouse receipts, 


” 


ete.” The growth in total loans and discounts was 17.74 
per cent. over the ten year period (Table 4), and it is not 
surprising that we find practically all classes greater in 
amount. This table takes us up to the first year of 
diminishing activity in the period under review, so it can 
be reasonably assumed that the growth in the various divi- 
sions fairly represents the changes in the practice of loan- 
ing funds for short time credit purposes. 

The reduction in the single item leads us to question its 
importance. Although it is only one item, it is by no means 
negligible, and its importance is based upon other con- 
siderations. Merchandise in storage represented by ware- 

‘Derived from the Comptroller of the Currency reports. The above classifi- 


cation was discontinued in 1928, but it is felt that the seven year period will 
indicate the trend in the various groups. 
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house receipts has long been considered excellent security 
for a loan. 





“Several factors influence the safety of loans on warehouse receipts; 
the most important being the character and responsibility of the ware- 
houseman, the financial responsibility of the borrower and the value of 
the goods represented by the receipts. . . . The commodity stored, the 
warehouseman, and the borrower himself—in all of these, the banker, 
then, has an interest.’’* 





In addition to the security by this type of loan, it repre- 
sents commodities which are in actual existence, forming 
the basis for which bank credit is usually employed to effect 
distribution. A decrease in this item, being absolute in 
amount, brings out forcibly that this classification, which 
is a prime risk for a banker, has been steadily superseded 
by other types of advances as bank earning assets. An 
interesting digression could be made on the economic forces 
at work which have influenced the type and amount of bank 
credit employed, but our own concern is the tendency indi- 
vated in this highly desirable type of paper. 

While time loans secured by “warehouse receipts” have 
decreased in volume, demand loans against the same type 
of paper have increased. The security in each case is prac- 
tically identical. The maturity however is different, for in 
the demand loan the maturity is optional with the creditor. 
This has its advantages, in that it makes for greater liquid- 
ity, but the rate of return is lower, due to this advantage. 
The growth in demand loans against “merchandise, ware- 
house receipts, etc.” is important, but this item is of much 
less important volume, and the significant trend will be 
found in the time-honored and tested time loan against such 
security, a trend which appears to be away from this type 
of financing. 

The question of diversity in volume is answered in Table 
5. At a glance it is apparent that unsecured time loans 
are the most important. This represents the so-called “open 
lines” of credit of business men and corporations. It is the 
representative type of credit to which most classical writers 
felt a bank should confine itself. 

Another observation is apparent. By far the greatest 
volume of loaning is done on a time basis, as opposed to 
demand loans. Diversification as to maturity then is an 



















‘Phillips, op cit., pp. 227-228. 
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absolute essential. Of necessity the maturities must be 
staggered or diversified, so that a continual flow of funds 
into and out of the bank is assured. The volume of loans 
and discounts, then, though fairly constant as a whole, is 
made up of innumerable small loans being paid and being 
granted, due to this diversity of maturity. 

Probably the most important attribute of a loan or dis- 
count is the liquidity attaching to it. Regardless of the 
name attached to this attribute, bankers are constantly 
interested in the “cash availability” of their outstanding 
credits. In speaking of loans and discounts, one author 
says that 


“Such loans must be liquid in character because the bank may be 
called upon at any time to meet the demands of its depositors.”’* 


This is the same insistence laid down by Adam Smith, 
where he speaks of the “conveniency of the bank.” Both 
authors, although separated by about a century and a half, 
lay emphasis upon the depositor’s right and the banker’s 
duty. The ability for a banker to pay depositors upon 


demand lies in the approach to lending policies, and these 
policies must be so determined that “cash availability” be- 
comes a well determined asset, being of sufficient volume to 
meet all demands. Emphasis has previously been placed 
upon the nature of the operation financed by this type of 
credit. Many hazards have been eliminated in processing 
the goods, wares or merchandise, and those hazards which 
remain can be more carefully isolated and judged than if 
the whole process were financed at one and the same time. 
Such loans, properly made, will liquidate themselves within 
a comparatively short time, requiring constant, but only 
routine, attention. A bank therefore which has a well 
diversified portfolio of staggered loans and discounts be- 
comes increasingly more liquid as time passes, for each day 
advances the time towards “cash availability.” 

A simple classification of a credit extension as a loan or 
discount will not automatically insure its liquidity. It must, 
under ordinary circumstances, be granted on a sound basis, 
and continue to maturity on a sound basis. The problem 
is not more important at the time of granting the loan than 


*Kilborne, Principles of Money and Banking, p. 280. 
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at maturity and during the interim. If conditions adversely 
alter themselves during the time of the loan, the maturity, 
rather than being the point of “cash availability,” may turn 
out to be a belated warning of the lack of liquidity. Such 
a loan is “frozen,” and contributes nothing to the liquidity 
of the institution. The term “frozen” does not apply to all 
loans which are not paid at maturity, however, but only to 
those which cannot be repaid without resulting in a break- 
down of the obligor as a going concern; for many sound 
loans are renewed at maturity, but for reasons other than 
inability to pay. But against the “frozen” loan there is a 
measure of protection, and that is the vigilance usually 
accorded a line of credit at the outset, which vigilance is 
constantly as important, if not more so, as maturity is 
approached. This will insure its soundness, so that the “cash 
availability” will not be wanting at the time dependence is 
placed upon it. 

There are three significant facts which stand out in 
considering the volume of loans and discounts. First, such 
loaning operations are best adapted to bank credit extension 
from the view of liquidity. Secondly, they contributed 
nearly two-thirds of the total income, as shown by the study 
of the American Bankers Association. Thirdly, any tend- 
encies for expansion or contraction will tend to emphasize 
changes in credit emphasis by the banking fraternity. In 
the foregoing tables such shifts are evident. Tables 2 and 
3 indicate that, although loans and discounts increased 
17.12 per cent., in proportion to total earning assets they 
decreased 8.14 per cent. The volume of loans and discounts 
then which under the usual circumstances are considered to 
be best adapted to bank credit extensions have shown a re- 
tarded growth, which makes the point to “cash availability,” 
increasingly distant. 





Current Administration of Personal 
Trusts 


By CUTHBERT LEE 
Former Trust Supervisor, Guaranty Trust Company of New York 


N the simple case where there is no 

mention of expenses in the agree- 

ment, there is considerable doubt 
among trustees as to which account to 
charge, because some court decisions 
have indicated principal and others in- 
come. The best thought on the matter 
is that, in the absence of determining 
provision in the agreement, it is cus- 
tomary to charge to income those ex- 
penses which definitely pertain to in- 
come activities and are incurred for the 
interest of the beneficiary, or which can- 
not be clearly identified as pertaining to 
either income or principal; and to charge 
principal with expenses tending to pre- 
serve principal and incurred for the 
henefit of the remainderman. 

Among the types of expenses charge- 
able to the trust, and customarily 
charged to income when the agreement 
omits to decide the point, are the fol- 
lowing: 


Collection charges on checks received 
in payment of dividends or interest due 
the trust. 

Cost of postage and insurance in 


connection with collection of income 
items or their delivery. 

Fees and disbursements of a bank or 
other agent for collection of note or 
mortgage interest. 

Cost of cable, radio, telegraph and 
long-distance telephone messages con- 
cerning income and the interest of the 
beneficiary. 

Cost of paying income by telegraph, 
cable or foreign draft. 

Cost of transfer tax stamps for trans- 
ferring to the name of the beneficiary 
any securities representing income and 
to be delivered in kind. 

Expense in connection with sale of 
property which constitutes income. 

Fees of the attorney acting as counsel 


for the trustee in the particular trust, for 
advice and other legal services in mat- 
ters pertaining exclusively or mainly to 
income and the interests of the bene- 
ficiary. Such matters include the pay- 
ment of accumulated income to a minor 
beneficiary upon his attaining legal age, 
and the termination of the interest of a 
given beneficiary not involving principal. 

All those items of expense pertaining 
to investments listed below as chargeable 
to principal, when such items are in- 
curred in behalf of invested income. 

EXPENSES CHARGEABLE TO PRINCIPAL 

In the absence of controlling provi- 
sions in the agreement the expenses pay- 
able from the principal account of the 
trust include the following examples, 
which will serve as general illustrations: 

Cost of Federal and state transfer tax 
stamps, in connection with change of 
registration of securities when sold, 
when deposited for exchange, etc. 

Fees, if any, of transfer agents for 
the issuance of extra certificates of stock. 

Cost of postage and insurance in con- 
nection with shipping trust property, as 
for example to another city for transfer, 

- to the remainderman upon termina- 
ak 

Cost of cable, radio, telegraph and 
long-distance telephone messages _ re- 
garding investments or management of 
the trust property. 

Reimbursement of expenses incurred 
by brokers or agents in obtaining bids 
or finding a market for securities on be- 
half of the trustee. 

Fees, disbursements and other costs of 
sale of worthless securities at auction. 

Fee for recording a mortgage. 

Fee for county clerk’s certificate to be 
attached to a note. 
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Fee for recording agreement extend- 
ing a note. 

Fee of notary for taking acknowledg- 
ment of a certificate, as of the authen- 
ticity of a trust agreement, etc. 

Attorneys’ fees for advice as to mat- 
ters of administration of the trust, for 
preparation of necessary papers and for 
examination of the trustee’s accounting, 
the preparation of receipt and release or 
the conduct of court proceedings. 

It is not customary for the bank or 
trust company to charge to any account 
of the trust rental of its own vaults, 
salaries of officers or employes, steno- 
graphic expense, cost of local telephone 
messages, stationery and records, postage 
on regular correspondence, keeping of 
records and rendering of statements, or 
any usual and ordinary expense incurred 
by the corporate fiduciary in the conduct 
of its general business relating to the 
trust, these costs being defrayed out of 
the fees which it receives for the per- 
formance of its trusteeship. However, 
even in these categories any extraordi- 
nary expense imposed on the bank or 
trust company by exceptional circum- 
stances may also become a proper charge 
to the trust. 

Examples of unusual services for 
which a charge should be made are: 
Furnishing to a party to the trust or 
the executor of his estate a supply of 
copies of the trust agreement or extra 
copies of an accounting; rendering all 
statements in duplicate or triplicate; pre- 
paring a special form of record to suit 
the ideas of the grantor or beneficiary 
and rendering statements thereon; ren- 
dering special and extra statements re- 
quiring expense and labor in prepara- 
tion beyond the maximum to be reason- 
ably expected of a conscientious trustee; 
performing many agency services such 
as paying numerous personal, household 
or other bills out of income for the ac- 
count of the beneficiary. 


AMORTIZATION 
Amortization must be effected by the 


trustee on all securities purchased at a 
premium when the agreement so stipu- 
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lates or when it is silent on the subject. 
As stated in the second article, most 
modern agreements expressly relieve the 
trustee of this task, either because it is 
felt that not enough bonds will be held 
or will be purchased at a premium to 
make the effort entailed worth while, or 
because the grantor prefers definitely to 
give any advantage to the beneficiary 
rather than to the remainderman. There 
are two mathematical methods of deter- 
mining the amounts to be transferred, 
that which is the more theoretically cor- 
rect being called the scientific method. 
The scientific method is cumbersome and 
is now little used, because the courts 
have very sensibly approved the use of 
the so-called practical method, which is 
much simpler and renders wholly ade- 
quate justice to both parties. 

By this method the amount of the 
premium is divided by the number of 
interest payments to be received between 
the purchase and maturity. This divi- 
sion may reveal an amount of twenty- 
nine cents to be transferred for each 
of thirty-five interest periods, leaving 
twenty cents over. In this case forty- 
nine cents is transferred at the first 
interest date, and twenty-nine cents 
at each interest payment date there- 
after. As the amounts of amortiza- 
tion transfers are usually small, it 
is not customary to amortize ac- 
crued interest received when a_ bond 
is sold, but only full interest payments. 
Likewise no adjustment is made in the 
amortization taken on the first full in- 
terest payment received, on behalf of 
that part thereof which represents the 
return of accrued interest paid at the 
time of purchase. These two theoretical 
amounts tend to balance each other and 
their calculation would amount to carry- 
ing mathematics to the point of absurd- 
ity, because the operation would cost 
more than the cents involved. 

Whenever a part of the premium on a 
bond is amortized at an interest date, 
the inventory value of the bond is re 
duced by the amount of the amortiza- 
tion taken, so that at any time the total 
of the amounts of amortization thus far 
taken plus the reduced inventory value 
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will give an amount equal to the original 
inventory value or cost. In practice the 
inventory value of a bond is not cur- 
rently reduced on the securities ledger 
because no valuable result would be 
achieved thereby, but the proper final 
reductions are shown in any accounting, 
which is the only occasion when they 
serve a practical purpose. 


STOCK DIVIDENDS 


A book could be devoted to the 
handling of stock dividends in trusts, 
for they present increasingly difficult 
problems to the trustee. An amend- 
ment effective May 17, 1926, to the 
New York Personal Property Law reads 
as follows: “Unless otherwise provided 
in a will, deed or other instrument, 
which shall hereafter be executed and 
shall create or declare a trust, any divi- 
dend which shall be payable in the stock 
of the corporation or association de- 
claring or authorizing such dividend and 
which shall be declared or authorized 


hereafter in respect of any stock of such 
corporation composing, in whole or in 
part, the principal of such trust, shall 
be principal and not income of such 


trust. The addition of any such stock 
dividend to the principal of such trust, 
as above provided, shall not be deemed 
an accumulation of income within the 
meaning of this article. This act shall 
take effect immediately.” In spite of the 
apparent definiteness of this wording, 
any case of this kind must receive spe- 
cial study, because a recent lower court 
decision has held such stock dividends 
to be income when they are regular, as 
in the case of The North American 
Company. 

In a trust under an agreement silent 
on the subject and executed before the 
above date, stock dividends must be al- 
located to principal or income, or ap- 
portioned between them. The basis of 
this allocation is the effect of the declara- 
tion of the dividend on the book value 
of the stock. If the stock was one of 
the original securities received at the in- 
ception of the trust, the book value con- 
sidered is that on the date of the 
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creation of the trust; if acquired later 
it is the book value on the date of ac- 
quisition. If after declaration, and upon 
giving effect to the stock thereupon to 
be outstanding, such book value has not 
been reduced, the whole of the stock 
dividend is to be regarded as income. If 
the book value is reduced, a proportion- 
ate share of the stock dividend is to be 
regarded as principal and the balance 
as income. The source of the data on_ 
the evidence of which allocation may be 
made is the issuing company’s books; 
and as the trustee will rarely have ac- 
cess to those books it is obliged to wait 
for the publication of the next periodic 
balance sheet and income statement. 
This may mean considerable delay, and 
in that event the wise course is to place 
the stock dividend in a special account 
for undetermined distributions until al- 
location can be made. The stock divi- 
dend may be paid in the first quarter of 
the year, and statements may not be 
forthcoming until the first quarter of the 
following year. 

An agreement of any date contain- 
ing adequate provisions may stipulate 
that stock dividends shall be principal 
under all conditions, or income, or in 
some cases principal and in others in- 
come. Some agreements give an inter- 
ested party the option of designating 
them as principal, as follows: “The trus- 
tee shall distribute stock dividends and 
extraordinary cash dividends as income 
unless the grantor while he lives or after 
his death the then beneficiary of the 
trust gives specific direction to the con- 
trary in writing as to the whole or a 
specified part of any particular divi- 
dend.” When stock dividends are prin- 
cipal, notice of their receipt should be 
sent to the person who receives state- 
ments regarding principal. In addition 
advice of receipt of such stock should be 
sent to any person having direction, 
power of consent or privilege of con- 
sultation regarding investments. 

If the agreement provides that stock 
dividends are income, they are the prop- 
erty of the beneficiary as soon as re- 
ceived and the trustee should ask for in- 
structions for their delivery or sale. If 
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they are sold for the account of the 
beneficiary the proceeds should properly 
not be credited to the income cash ac- 
count, because the item of income which 
has been received and paid out is shares 
and not cash, and the sale is an act of 
agency performed by the bank or trust 
company as agent and not as trustee. 
The proceeds should therefore be cred- 
ited to the beneficiary’s draft account, 
or to a clearance or special account on 
the books of the institution apart from 
the trust, and a check should be drawn 
against such account. 


COMMISSION 


When commissions on income are 
taken it must be remembered that the 
value of the income stock dividend upon 
which commission is to be calculated is 
the market value of the shares received 
as such stock dividend on the date when 
they were received. The commission for 
receiving and the commission for pay- 
ing are both calculated on this figure, 
regardless of when the allocation if any 
took place or when the stock was deliv- 
ered; and, if the stock was sold for the 
account of the beneficiary, the above 
value is used, and the price at which the 
stock sold is disregarded. 

In the case of a straight stock divi- 
dend the paying company often an- 
nounces that it will issue no scrip cer- 
tificates for fractional shares but in- 
stead will pay an amount of cash repre- 
senting the value of such fractions. This 
operation is really the sale of the frac- 
tions by the company on behalf of the 
stockholder to whom they are due, or 
the purchase of such fractions from the 
stockholder. Consequently the cash 
amount received by the stockholder, 
when such stockholder is the trustee, 
should be treated in every respect like 
a stock dividend. As it is received in 
cash it should be credited to the cash 
account, income or principal, according 
to the manner in which stock dividends 
are treated in the given trust. 

In the usual case no loan by the bank- 
ing department can be made upon 
securities held in the trust, because the 
securities trust property and the 


ON STOCK DIVIDEND 


are 
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banking department would be unable to 
enforce any claim upon them. Such a 
loan may therefore be made only if the 
property to serve as collateral may be, 
and has been, withdrawn from the trust. 
The securities withdrawn by the grantor 
are thereafter his own property, and 
the bank or trust company as a banking 
concern, and not as trustee, is at liberty 
to accept them as collateral and to make 
a loan if it so desires. 

Many trustees consider interest ac- 
crued on a bond withdrawn to have 
been withdrawn also unless the grantor 
instructs otherwise, although it would 
appear that the beneficiary has a good 
claim to the interest earned up to the 
day the bond is withdrawn, analogous to 
his claim to accrued interest up to thé 
day a bond is sold. Dividends on stock 
withdrawn which were declared before 
the date of withdrawal belong to the 
beneficiary, and when paid should be 
claimed and placed in the income ac’ 
count of the trust. Subsequent interest 
and dividends declared after the date of 
withdrawal belong to the person who 
withdrew, and thenceforth is the owner 
of, the securities. 

It may be that the grantor does not 
realize the foregoing change as to own- 
ership of interest or dividends, and de- 
sires to have these amounts collected by 
the trustee and paid to the beneficiary 
as usual. If clear instructions are re- 
ceived, this can be done by the bank 
or trust company as an act of agency, 
but the collections of amounts which 
are the property of the grantor should 
not be credited, nor payments debited, 
to the income account of the trust, and 
the amounts should not be commissioned 
in the trust. There is no reason why the 
bank or trust company should receive 
no remuneration for effecting these col- 
lections and payments merely because 
they are outside the trust operations and 
not within; and arrangements should be 
made to charge the grantor or beneficiary 
the same rate as would ordinarily be 
charged to the income account, or a 
higher rate based on the additional work 
involved in setting up a new system for 
the duration of the loan. 


THE BANKERS MAGAZINE 


In spite of signing the necessary 
papers, the grantor not infrequently fails 
to realize that the securities have been 
permanently removed from the trust, 
and will never again form part of its 
principal without a definite act on his 
part. If he desires them to be readded 
to, or in his view to “remain in” the 
trust after payment of his loan, a letter 
must be secured from him concretely 
adding them to the trust. If his inten- 
tion is known at the time of making the 
loan, such instructions may be included 
in his letter of withdrawal. The bank- 
ing department is then instructed to re- 
turn the collateral securities to the trust 
department as soon as the loan is liqui- 
dated, and the securities formerly with- 
drawn then automatically become again 
part of the principal of the trust, free 
from any lien. 


TRUST COMMISSIONS 


Corporate fiduciaries are in business 
to earn commissions and for no other 


reason, and yet they display much less 
interest in that fact than is popularly 
believed, and lose considerable sums by 
accepting unprofitable trusts and by 
carelessness, delay and errors of omission 


in taking their commissions. In volun- 
tary trusts the trustee’s commissions on 
the principal are payable according to 
the terms of the agreement, usually one- 
half when the assets are received and 
the balance when the trust is terminated. 
On income the agreement also governs 
as to rate and as to time, if mentioned. 
The commissions on income received are 
usually regarded as theoretically payable 
when income is received and the com- 
missions on income paid as payable when 
it is paid. It is rarely the practice to 
collect income commissions in this man- 
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ner; it is customary either to take com- 
missions for receiving and paying as 
and when income payments are made, 
or more generally to take once a year, 
on or about the anniversary of the ex- 
ecution of the trust agreement, commis- 
sions on the income received and paid 
during the year then ending. 

Whether income commissions are 
taken annually or when each income 
payment is made, the calculation is gov- 
erned by what is called an annual rest, 
i.e. the whole amount of income for a 
given year is considered one sum to be 
commissioned according to the scale in 
the agreement or, in its absence, the legal 
scale determined upon. For example, if 
commissions are taken as payments are 
made, at new legal rates, and the first 
payment is $1000, 5 per cent. is taken 
on this amount; but, if the next pay- 
ment, received during the same twelve 
months period, is $2000, the first $1000 
of it is commissioned at 5 per cent., and 
the balance at 21/, per cent., and thence 
onward according to the scale. For any 
income received on or after the com- 
mencement of the succeeding year, the 
scale is again employed from its first 
bracket onwards. 

In order to complete the annual tak- 
ing of commissions in one operation at 
one time, and to have the date remain 
fairly constant, a date should be chosen 
on which it is expected to have an ade- 
quate amount of income on hand. For 
instance, if the trust assets are solely 
bonds paying interest January 1 and 
July 1, and the net income is payable as 
collected, the use of May 1 as the com- 
mission date would find the income ac- 
count balance nil, unless an amount 
equal to the estimated commissions had 
been held for four months, which is 
better avoided if possible. 





Philadelphia's 
Largest... 
and 


Oldest Bank 


One hundred and thirty years ago 
The Philadelphia National Bank occu- 
pied a leading place among the forty 
banks then in existence. Today this 
institution still maintains its position of 
leadership among twenty thousand. 


To have survived the crises and changes 


of more thana century is an indication of 
strength and soundness. To have main- 
tained leadership in the face of changing 
times and methods is proof of excellence 
of service consistently maintained. 


cd 
THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


CAPITAL and SURPLUS $30,000,000 





Rollo Learns Economics 


We reprint below for the enlightenment and entertainment of our readers an amusing 


bit from the pen of A. M., writing in the 


“Philadelphia Chaptergram,”’ which is pub- 


lished by the Philadelphia Chapter of the American Institute of Banking.—EpiTor. 


OLLO, my boy, it is about time 
R you gave thought to plans of 
your future rather than to cow- 

boys and Indians.” 

“I wasn’t playing cowboys and In- 
dians, father; I was playing racketeers.” 

“Well, son, I insist you must turn 
aside from play and consider what is 
before you. Have you thought about 
a possible career?” 

“Yes, father, I want to be a financier 
and corner the market.” 

“Fie upon you, son! What terrible 
old-fashioned ideas you have. Financiers 
do not corner markets. In fact, they 
lose so much money that if by some 
miracle they should show a profit they 
would be investigated by a Senate Com- 
mittee. No, lad, I am afraid you have 
formed your ambition through the read- 
ing of dime novels.” 

“Well, father, what is your sugges- 
tion?” 

“Son, I have no wish to make up 
your mind for you—but I will confess 
that it would be a happy day for me 
when you have declared your intention 
of becoming a factory hand.” 

“Why, father, none of my friends 
ever spoke of being factory hands. They 
want to be engineers or bank presidents 
as 

“Stop, son! You speak like a mid- 
Victorian. Your ideas are antiquated. 
I am afraid you do not fraternize with 
the right set. Such individualistic ambi- 
tions should not be entertained in this 
Co-operative Industrial Society of 1933. 
In the future we must not seek to accu- 
mulate wealth or power but to work as 
little as possible so that our neighbors 
may have an opportunity also to earn 
their livelihood.” 

“Father, as a dutiful son, I must obey 
your wishes and heed your counsel, but 
in passing I should like to say that your 
ideas seem to run counter to my present 


academic training. A lecturer, who 
spoke before our student body in the 
school auditorium a short time ago, im- 
pressed upon us the fact that we must 
work long hours and never watch the 
clock—or we would never become out- 
standing successes.” 

“My boy, you have either been listen- 
ing to a traitor or a fool. I am sorry 
brutally to disillusion you, but the hero 
of tomorrow is not the man who works 
day and night but the one who refuses 
to labor more hours than will afford him 
a living wage. He is the true benefactor 
of society. By his refusal to work one 
minute more than forty hours or less a 
week he is providing more employment 
for his fellow-citizens and less expense 
to the Government.” 

“Father, you have opened my eyes. 
In my extreme youth I was taught to 
worship labor and abhor leisure, but 
now I see that it is a selfish doctrine 
contrary to the rules of Republican or 
Democratic brotherhood. Now I clearly 
see that the man who devotes all his 
time to labor and thoughts of personal 
gain is a menace to the community.” 

“Yes, Rollo, in the future the ‘clock- 
watcher’ will blossom forth as the flower 
of our society—the inspiration and model 
of his fellow-men. The good citizen of 
tomorrow will devote his time to leisure 
and good works and his money to neces- 
sities and good times.” 

“Father, do you mean to infer .that 
thrift is no longer a virtue?” 

“Not only passé as a virtue but almost 
a vice. The man who saves money is 
again the selfish individualist. He is 
thinking of his own welfare at the ex- 
pense of others. Money was made for 
circulation. If industry is to thrive we 
must keep corisumption at a high level. 
The man who hidards his money and yet 
rides around in~an‘ obsolete model of 
automobile is only worthy of our most 
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scathing criticism. If he is multiplied 
a thousand-fold you can readily see that 
his thriftiness is stagnating a whole in- 
dustry. The money which he has saved 
in banks lies idle because business can 
no longer absorb capital profitably owing 
to the decrease in consumption. Men 
walk the streets vainly seeking hire— 
babies cry for milk—and the cause of it 
all is the man who earns more than he 
consumes. He is the true menace to 
society.” 

“Father, this little talk has been a 
revelation to me. Ideas, which . have 
been inculcated by pedagogues with 
little apparent understanding of the 
modern world in which we live today, 
I find to be ridiculous and even worthy 
of censure. I shall immediately reor- 
ganize my mind and thought to more 
harmoniously conform with your teach- 
ings. Before this memorable chat I was 
often hesitant in acquainting you with 
my past or future expenditures. But 
now I see I am an important cog in the 
highly necessary consumptive scheme. 
Your words give me courage to voice 
ideas which hitherto were idle dreams. 
For instance, my leisure would be in- 
estimately more enjoyable if I were the 


BUYING POWER 


THE formation under Government sponsor’ 
ship of a bank with branches all over the 
United States, through which the Govern: 
ment could extend credit to every person, 
firm or corporation requiring money with 
which to purchase necessities or to employ 
men to aid in that purpose, was advocated by 
Arthur J. Morris, president of the Morris 
Plan Company of New York, in a recent pub- 
lic address. The bank, which Mr. Morris sug- 
gested should be called the First Industrial 
Bank of the United States, would have a 
capital of $1,000,000,000. 

Mr. Morris said he had “worked out com- 
plete plans and details by which the Govern- 
ment can finance this nation-wide chain of 
industrial banks without investing more than 
the original capital in the parent bank. 

“T have also worked out plans by which 
the losses, if any, will be reduced to a neg- 
ligible minimum, and the repayment of these 
loans, after individuals regain employment, 
will be secured by Government lien on the 
property and other income of such borrow 
ing individuals until those loans have been 
liquidated. 
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owner of a new racing car. This would 
not only decrease your surplus in the 
bank and stimulate the circulation of 
cash but also raise me to the ranks of a 
first grade consumer.” 

“Rollo, my boy, I can see you clearly 
comprehend my feeble attempts to in- 
terpret modern economics. Your evident 
intention to reduce theory to immediate 
practice is praiseworthy but I ask you 
to spare me further discussion at this 
time. At some later date I will bring 
out a number of minor points which 
time forbids at present. At this stage I 
would suggest that you accept this quar- 
ter as a preliminary incentive to con- 
sumption by attending the neighborhood 
cinema. And—er—Rollo, as man to 
man, I ask you to refrain from relating 
these theories of consumption to your 
mother. Her intelligence is unquestioned, 
you understand, but it would be unwise 
to excite her mind with problems of 
economics at the moment. It is difficult 





for me as it is to convince her that fur 
coats are not replaced every two years. 
I am sure I can rely on your co-opera- 
tion.” 

“Yes, father.” 


“I have worked out plans by which the 
amount of these loans will be predicated upon 
the average earning power of the individual, 
firm or corporation over the past five years, 
or the preceding three-year period, and 
which provides other safeguards that will 
prevent any fraudulent use of this credit. 

“The plan contemplates among other 
things letters of credit, when necessary in 
lieu of cash, that will insure the use of the 
money received by a borrower in the pur- 
chase of necessities contemplated when the 
loan is granted. The plan likewise includes 
a national employment agency as a depart: 
ment in each and every branch of the nation- 
wide chain. which will enable borrowers who 
receive credit from this Government chain 
of banks to find employment just as fast as 
circumstances permit.” 

Mr. Morris said he was convinced that 
such an organization, skillfully managed by 
competent industrial bankers and divorced 
from politics and Governmental red tape, 
would release from $3,000,000,000 to $5, 
000,000,000 of currency within twelve or 
fifteen months. 









New Achievements for the 


Morris Plan 


Record of Past Year Reviewed at Convention 


phere of Louisville, Ky., delegates 

representing some thirty states and 
over a hundred cities attended the con- 
vention of the Morris Plan Bankers 
Association during October 2-4. 

There it was made plainly evident 
that this type of banking, founded by 
Arthur J. Morris in 1910, was indeed 
worthy of the recognition given it by 
legislation at Washington definitely 
naming Morris Plan banks as eligible 
for Federal Reserve membership. That 
such recognition should be given to 
these banks, which, through careful 
management and rare foresight have 
completely elevated themselves from the 
realm and from the stigma of the loan 
shark, is full proof that they perform 
a real service in their respective com- 
munities. 

Bankers are sometimes prone to over- 
look the necessity for credit of those 
outside the pale of normal banking 
transactions—and in so doing they 
neglect some 85 per cent. of our popula- 
tion. But this majority, financially 
weak as they are from the commercial 
banker’s viewpoint, have, as great a 
need for credit with which to tide 
them over low periods and swing them 
through personal emergencies as does 
the merchant who requires many thou- 
sands of dollars to purchase raw mate- 
rials with which he manufactures goods 
for ultimate sale. In the case of the 
Morris Plan, however, the loan is repaid 
from month to month in accordance 
with definite installments and is thus 
virtually self-liquidating. 

In the aggregate, these millions of 
peoples without credit facilities form 
a large and very fertile field for the 
usurer and for the loan shark. The 
credit need must be great, for statistics 


IP the friendly, hospitable atmos- 


indicate that some 
earners, involving a population of 
12,000,000 people, are struggling in 
the toils of money racketeers who exact 
from their victims anywhere from 180 
per cent. to 240 per cent. yearly and 
sometimes as much as 1700 per cent. 


3,000,000 wage 


ARTHUR J. Morris 


Founder of the Morris Plan and presi- 
dent of the Morris Plan Company of 
New York. 


In the face of these figures it is small 
wonder that Morris Plan banks and 
others of their type have grown rapidly. 
Each Morris Plan bank, which is a 
unit independent unto itself, soon came 
to be recognized as a place where the 
small wage earner could receive req- 
uisite financial assistance at legitimate 
interest rates. The overwhelming neces- 
sity which brought millions of people 
to their knees before the loan sharks 
is finding satisfactory relief in centers 
where Morris Plan banks are established 

where the needs of the borrower are 
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USE THE MORRIS PLAN! 


Commercial banks, savings banks and investment institutions 
have found in Morris Plan Banking a valuable solution to 
customers’ problems. 


Never a day passes but what many bankers are compelled, by the par- 
ticular circumstances of the borrowing applicant, to decline loans that 
do not conform with the requirements of the lending institution. Some- 
times it is the purpose for which the loan is to be used that necessitates 
the rejection; at other times the proposed period of repayment does not 
comply with the bank’s regulations; or then again, the amount may be 
too small to be profitably handled or the security offered may be un- 
acceptable. 


BY REFERRING SUCH APPLICANTS TO MORRIS PLAN 
WHERE IT IS OFTEN POSSIBLE TO WORK OUT A SAFE 
AND JUSTIFIABLE LOAN UNDER INDUSTRIAL BANKING 
TERMS, YOU CAN RENDER A REAL SERVICE TO THE 
APPLICANT—-A SERVICE THAT WILL BE APPRECIATED 
AND A SERVICE THAT WILL RETAIN FOR YOU THE GOOD 
WILL SO ESSENTIAL TO ANY BANKING INSTITUTION. 


If you are unfamiliar with Morris Plan 
Banking, this institution invites your 
inquiries and volunteers its facilities. 


“BANKING FOR THE INDIVIDUAL” 


THE MORRIS PLAN COMPANY 
OF NEW YORK 


33 West 42nd Street 


Thirteen Offices in Greater New York 























MORRIS PLAN CONVENTION 


investigated and loans made in accord- 
ance with his best interests. 

It is not at all without reason that 
from a humble and inauspicious begin- 
ning Morris Plan banking has grown 
within the space of comparatively few 
years to a system which involves a 
turnover of several hundreds of millions 
of dollars yearly. Add to this the 
negligible percentage of losses, the high 
degree of liquidity, the desire to serve 
the borrower, and it becomes increas- 
ingly plain why this type of banking, 
battered by the depression though it 
has been, was able to hew its way 
through the past few years with a 
record characterized by the fact that in 
several of the larger centers the Morris 
Plan bank was the only one open and 
doing business after the bank holiday. 

Besides the wage earner with his 
immediate personal wants, Morris Plan 
banks tender their services to the 
smaller merchant, who likewise cannot 
obtain credit among the commercial 
banks. In the past this merchant was 
for 


forced to go to his wholesaler 
credit, and the wholesaler, anxious to 
move goods, often supplied him too 
liberally, with disastrous results to both 


parties. Morris Plan banks investigate 
his actual needs and loan him only 
as much as they feel assured will be 
repayed—and they loan amounts up to 
$5000 extending over a period of at 
least a year, if need be. These loans 
also are repaid from month to month, 
thus inducing a favorable attitude on 
the part of the borrower towards the 
reduction of the debt through disciplin- 
ing him to a strict sense of his obliga- 
tion. 

The keystone to recovery is an in- 
crease in buying power. And, in many 
cases, the multitudes of people must 
_have credit in order for them to take 
advantage of present-day low prices 
and to compensate for the lag between 
the rise in prices and the rise in wages. 
The Morris Plan dovetails into the 
complete picture as pointed out by 
Arthur J. Morris when he says: 

“Before we arrive at a permanent 


form of financial stabilization there must 
be a nationally co-ordinated form of 
banking to provide for the requirements 
of the individual citizen. Credit must 
be provided to aid the buying power of 
the masses. 

“To be more specific, you must con- 
sider for the moment the banking 
structure of recent years. Primarily, 
banking has been a function to be 
employed by the more fortunate few. 
We know now that such a condition 
cannot continue. 

“Technically speaking, banking in 
the near past has been a source of 
credit for the productive elements of 
industry and business. That by itself, 
we have found, is a mistake. While 
billions of dollars have been available 
to the manufacturer and the producer, 
little or no consideration has been given 
to the consumer who must absorb the 
output of those manufacturers and 
producers. 

“My thought is that this country 
must and will witness the development, 
within the immediate future, of a new 
system of consumer banks which will 
provide the same privileges of regulated 
and stabilized credit for the average 
man and woman that now exist for 
the particular business or industrial 
group. 

“In other words, if we are to have 
banking credit to produce goods, we 
must have a banking credit to consume 
goods. Until these two systems of 
banking are co-ordinated we can never 
experience permanent prosperity in this 
nation.” 

At the opening session of the con- 
vention, the delegates were addressed 
by their president, J. Rodney Ball, of 
Lawrence, Mass. Mr. Ball paid tribute 
to the host institution, the Morris 
Plan Industrial Bank in Louisville, and 
rendered homage to those members 
whose service Providence had seen fit 
to terminate during the past year. He 
then sketched the various legislative 
steps that had been taken by the 
Government in recent months and 
pointed out the course that Morris 
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Plan organizations should follow in 
backing up Governmental intentions. 
He said: 

“Let us be constructive. We have 
placed our experience and advice at 
the disposal of those public servants 
who are seeking the accomplishment of 
this most desirable end, and shall con- 
tinue to do so at every opportunity. 

“Morris Plan has pioneered since its 
inception. We are accustomed to meet- 
ing new ideas, new requirements. We 
work them out, survey them and even- 
tuate policies which have been success- 
ful. We are at home in this melee 
of the “New Deal,” and I predict that, 
when the consensus of our opinion 
has been achieved and its dictum car- 
ried out, we shall be better banks in 
every sense of the word. These 
are stirring days, but they are serious 


days, fraught with vicissitudes and 
dangers. 

“May we leave this convention, 
mutually confident as to the course 


which we would pursue, and rigorously 
pursue it.” 

Swinging from the future to the 
past, Mr. Ball touched upon some of 
the difficulties which had beset Morris 
Plan bankers during the past few years 
and which they were rapidly overcom- 
ing. He pointed out that: 

“Uncertainty and lack of confidence 
in the immediate future has reduced 
our applications for loans, and lowered 
our volume figures. When the people 
become assured that they are to be kept 
at work, that their incomes are to con- 
tinue, we shall witness a return of such 
demand as to strain our resources to 
meet. Individual loans, which now 
average below the figures of many 
years, will rise in amount as the bor- 
rower is assured of the permanency of 
his job, and sets forth, not only to take 
care of those obligations which have 
accrued, but to do many of the things 
which he has postponed until brighter 
times should come. Already this move- 
ment is under way, and must gain 
momentum as business swings into high 
gear. 


Indicating the position taken by 
Morris Plan institutions in the func- 
tioning of the recovery program, Mr. 
Ball said: 

“Our President is advocating the 
loosening of credits in commercial banks, 
and provision has been made for the 
allocation of many millions of dollars 
to those banks in need of funds, for 
the purpose of making loans to mer- 
chants and manufacturers. Clearly, this 
policy would not be carried to such an 
extent as to impair the standing of 
the banks, but rather seek to release 
funds upon proper security which will 
permit of the purchase of raw materials, 
turn the wheels of industry and aid 
the merchant in filling his shelves. 

“Morris Plan has never restricted 
credit. It has invariably urged that 
those who could do so embrace the 
opportunity to procure funds for proper 
purposes. In these later days it has 
broadened its advertising in an endeavor 
to render credit even more widely 
available. Banking for the individual 
has ever been its function, and in the 
advent of rising prices it has sought 
to render its services more readily 
obtainable, always without jeopardizing 
the safety of its institutions. 

“Early in August some of the larger 
Morris Plan banks, notably New York 
and Richmond, went even farther than 
usual by announcing an easing of pay’ 
ment requirements, allowing until Octo- 
ber 1, ninety days’ grace before anv 
reduction of principal be made. This 
has been most helpful in thousands of 
instances, and is a most practical induce- 
ment to those who, although unprepared 
at the moment to make the usual 
monthly payments, feel secure in under- 
taking to carry out their contracts at 
the end of the first quarter.” 

After mentioning the work which 
the National Legislative Committee did 
in Washington towards furthering the 
inclusion of Morris Plan banks under 
section 5(a) of the Glass-Steagall Act. 
and touching upon the importance of 
all. Morris Plan banks coming under 
state supervision, Mr. Ball stressed the 
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Vindicating the sound- 
ness of Morris Plan 
Banking is the notable 
history of the past few critical 
years. They have been years 
to exhibit with glaring clarity 
any hidden flaws, intrinsic 
weaknesses. But the Morris 
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importance of the association as these 


days are “the days of codes of fair 
practice for the protection, not only 
of the employes, but of business and 
industry, against unethical and destruc- 
tive competition.” 

He stated that “this piece of national 
emergency legislation is designed to put 
men to work, increase property values, 
raise wages, permit the consumer to pay 
his debts and purchase the products of 
the labor of his fellows, at a price which 
will enable the manufacturer to estab- 
lish a proper wage scale and derive a 
reasonable profit. 

“These objectives are most highly to 
be desired. They are necessary, for, 
in case of failure, there appears to be 
nothing that can stem the tide but 
inflation, with all its dangers. We have 


_a very selfish interest in the success of 


the National Recovery Act, as it is 
only by increasing the amount and 
stabilizing the income of our borrowers, 
who today are using the smaller and 
less profitable loans, that we may raise 
the average of our units and thereby 
increase our net earnings. 
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Plan record is clean. 


The Morris Plan Com- 
pany of Rhode Island has 
earned a new place of respect 
in its community, added to 
its record of service to the 





THE MORRIS PLAN 


RHODE ISLAND 


25 CANAL STREET~ PROVIDENCE 


%* Morris Plan loans made in the state of Rhode Island have passed 
the sixty million mark, served nearly 300,000 individuals and firms 
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“Beyond all this, I would impress 
upon your thought the fact that upon 
the trade association depends the in- 
fluence and co-operation which any busi- 
ness or industry may contribute in 
behalf of national recovery or its mem- 
bership. Counsel and advice is sought 
from such associations, and, the more 
nearly representative they are in their 
particular line, the greater their value. 

“This association is a trade associa- 
tion, if you will. It represents indus- 
trial banking, and as such its National 
Legislative Committee has been able to 
achieve success in its endeavors. We 
are most fortunate that such an associa- 
tion has been in existence during the 
years to consider the mutual problems 
of the member banks.” 

Citing the services which the associa- 
tion had offered throughout the past 
year, Mr. Ball then touched upon the 
operation of the Emergency Loan Fund 
which had functioned so successfully 
during 1931 and 1932. He called at- 
tention to the fact that this fund might 
form the nucleus of the Morris Plan 
Deposit Guaranty Corporation. 
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Victor Holden, executive vice-presi- 
dent of the Buffalo Morris Plan Indus- 
trial Banking Company, summed up in 
a nutshell the answer to the topic of 
his talk ““How Morris Plan Banks Can 
Assist in the Recovery” by stating that 
the answer was to “do all in our power 
to stimulate consumer credit.” He went 
on to say: 

“Mr. Woodlock is perfectly right in 
his statement that the inability to pay 
bills is a barrier to recovery, but isn’t 
it logical that a man cannot pay his 
bills if he has no employment, and he 
cannot secure employment until the 
consumer starts to buy? Therefore, 
stimulate consumer buying, which in 
turn stimulates employment, which in 
turn stimulates the payment of the 
bills. We fit right into the middle on 
this picture in the fact that we stand 
ready to loan money to the man that 
has gone back to work to enable him 
to pay his outstanding obligations. This 
is, of course, only one group. The 


other group is composed of those who 
have been fortunate enough to have no 
outstanding obligations, and have avail- 
able credit for buying. The former 
group depends entirely on the latter. 
Therefore, the first job is to stimulate 
the second group to buy. Therefore, 
our job right now is to sell money to 
those who have the credit to buy.” 

Mr. Holden stressed the importance 
of proper selling methods, and brought 
that importance directly home to his 
listeners by saying: 

“If you have sold the Morris Plan 
in your community, you will find that 
the employers are recommending the 
Morris Plan to their employes. You 
will find the merchants recommending 
the Morris Plan to their customers. 
You won't hear the statement that our 
rates are beyond reason, or that we 
charge all the way from 30 per cent. 
to 40 per cent. You won't hear the 
statement that the only ones that pay 
a Morris Plan loan are the co-makers. 
You won't be told that the Morris 
Plan is only for those who are just 
about down and out. Or, in other 
words, try the Morris Plan before you 
go to the welfare organization. If you 
have sold your organization in the 
community, you will find that your 
customers are proud that they have 
been able to establish credit with you. 
You will find that they will gladly 
use it as a credit reference. You will 
find that they will have no difficulty 
in getting co-makers and that the co 
maker will be more than glad to help 
his friend.” 

Dividing his talk into eight sections, 
Robert B. Umberger, vice-president of 
the Personal Loan and Savings Bank, 
Chicago, Ill., gave a detailed and some- 
what mechanistic discussion of industrial 
banking in the early °30’s. He first 
stated that the industrial banker “found 
that his mechanism and method, with- 
out appendages, had worked through 
thick and thin.” In his second section, 
devoted to the borrower, he gave the 
psychological reason why this type of 
banking had worked so well. He said: 
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“The industrial banker found that 
the man of moderate means with whom 
he dealt behaved well. This is no 
news to you, but it should be reassur- 
ing. It was the hypothesis of the indus- 
trial banker that, if money were lent 
to the man of moderate circumstances, 
based upon his inherent character and 
earning ability, and if the transaction 
were geared to the range of that 
capacity, then he would perform. The 
industrial banker should happily report 
that his major promise was correct. 
For, in spite of the general reduction 
in individual income and unavoidable 
unemployment, industrial borrowers met 
their obligations—some with consider- 
able squirming and many with untold 
sacrifice. Delinquincies and losses may 
have increased, but, in comparison with 
performance in other types and _ levels 
of credit, the ratio of default was 
startlingly low. Suicides and bank- 
ruptcies were not pronounced! I might 
be so bold as to say that, if those in 
better circumstances with more tools 
to work with, and thereby more able 
to guide their course and destiny, had 
behaved as well as the class of people 
to whom the industrial bank had loaned 
money, things might have been different.” 

Mr. Umberger then praised the bor- 
rower’s good sense in taking conserva- 
tive care of his own financial affairs 
during times of stress and awaiting 
better times before utilizing credit 
facilities to too great an extent. The 
remaining topics of his talk were 
devoted to working plans and methods 
of Morris Plan institutions as they were 
divulged in the past few years, and to 
some of the more successful practices 
and improvements innovated during that 
time. 

The guest speaker at the convention 

was the Honorable Henry B. Steagall, 
' who appropriately seized the occasion 
to illuminate parts of the Glass-Steagall 
bill for the benefit of those assembled. 
Mr. Steagall thoroughly covered the 
banking history of the country from the 
standpoint of fiational legislation, and 
enlarged upon the probable causes of 


the banking defects which became 
apparent so recently and which the 
Banking Act of 1933 was designed to 
overcome. Although he sympathized 
with the bankers for the struggles and 
trials to which they have been sub- 
mitted, he vigorously denied that they 
would see a repeal of the present act. 
He said: 

“The bankers ought to be the first 
to want to clean house and get on a 
sound and sensible basis of operation! 
But they didn’t. They are fighting 
and they are quarreling now about the 
new banking act, just as they did when 
the Federal Reserve Act was passed. 
Well, they've got about as much chance 
to repeal the Banking Act of 1933 as 
they had to repeal the Federal Reserve 
Act, and every mother’s son of them 
will be just as ardent in the support 
of the Banking Act of 1933 three years 
from now as they were in twelve 
months after the Federal Reserve Act 
was passed.” 

Mr. Steagall pointed out that the 
difficulty lay in the fact that banks 
were afraid to loan, but that they could 
not loosen up on their credit and still 
maintain their duty to the depositor 
until fear had been abolished and con- 
fidence restored. And he believes that 
government insurance will accomplish 
this end. 

“The remedy for it, the remedy 
which we have undertaken to apply, 
is for the banks to insure their deposits, 
so that when a citizen places his funds 
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in an institution chartered by his gov 
ernment, state or national, he knows 
the deposit slip is as good as a gold 
bond. When that is done, bank credit 
will begin to function again in support 
of business and trade, and revival of 
values will go forward again out of 
this darkness, and we will find our 
way again to prosperity and happiness 
in the United States,” he said. 

Citing the functions of the Recon- 
struction Finance Corporation and dis- 
posing of the Canadian banking system 
as a possible alternative for our own, 
Mr. Steagall then answered some of the 
criticisms directed at the bill by stating: 

“It is right for two reasons. The 
first is, it is right because no bank 
that is not solvent ought to be allowed 
to come in and have its deposits insured 
by banks that are solvent. That is 
not a square deal. 

“Then, it is right for another reason, 
and that is, no bank ought ever again 
be permitted to operate that isn’t sol- 
vent, and soundly and ably, or at least 
efficiently, operated! 

“And so we have written that into 
this law, and we have minimized the 
risk until it is childish and silly of 
big bankers to complain about the 


burden of carrying the insurance for 
the banks that are not solvent.” 

Much has been said to the effect that, 
if deposit insurance has not worked on 
a state-wide scale, it will not work 
on a nation-wide scale. Mr. Steagall 
cited his reasons for refuting this argu- 
ment by explaining that “the little banks 
are more in number, our little banks 
have failed more numerically than the 
large banks, but there is one big bank 
in New York State that involved more 
deposits than two or three states full 
of these little banks they talk about 
when they talk of how many little 
banks failed. The big problem is your 
big banks. Every banker knows his 
danger is in his big loans. Your little 
loans don’t break your back. It is 
where you have a large concentrated 
risk. That is the reason these state 
insurance plans fail. We hear a lot 
of argument, and, you know, one reason 
it was so easy to whip those fellows 
was they didn’t make the legitimate 
argument they might make. They said 
we couldn't have insurance because 
Mississippi didn’t get along very well 
with two or three million dollars and 
a few weak banks. Do you suppose 
the insurance companies could succeed 
if every community in the country had 
the yellow fever menace of New Orleans? 

“The trouble with these states, of 
course, was that the unit was too small 
and the risk was concentrated, and, of 
course, it didn’t work.” 

Mr. Steagall then charted some of 
the beneficial effects that he expected 
from the working of the bill, and, in 
closing, paused to pay tribute to the 
leadership of President Roosevelt and 
to express the belief that under such 
leadership the country would once more 
find itself standing “in the glorious 
light of unprecedented prosperity and 
happiness.” 





Handling the Overdrawn Account 


A Suggested Series of Letters Designed to Meet This Problem 


By ALicE A. KRETSCHMAR 
Author of Effective Bank Letters 


The letters given in this article are taken from a book by Miss Kretschmar entitled 
“Bank Letters Which Build Business,” which is scheduled for publication sometime 


this winter. 
standard for bank correspondence. 


These letters are to be regarded only as examples to stimulate a higher 
They were developed by the author in a series 


of forums for better bank letters which she conducted in some of the country’s leading 


banking institutions ——Epitor. 


VERDRAFTS are an expensive 
C) nuisance and should be reduced 

to a minimum through a con- 
sistent and firm educational process. 

The first reminder of the irregularity 
of an overdraft may be handled in a 
personal interview or by letter, unless 
the account is one of such value that 
it suggests merely a telephoned request 
for adjustment. 

The initial letter should either stress 
the courtesy of allowing the chance 
overdraft or inform the depositor of the 
necessity of returning the check with a 
notation of insufficient funds. Early 
in the situation there is certainly need 
for the educational type of letter; this 
will require tactful handling which shall 
not be misunderstood as lacking firm- 
ness. 

If for sufficient reason the account 
is continued and overdrafts show a 
tendency to persist, it may be that even 
in the case of a present substantial 
balance we shall request that the ac- 
count be withdrawn. We then have the 
problem of maintaining an attitude of 
poise with tact of action as well as 
choice of words, so that we may not 
be misrepresented in any recital of the 
circumstances which the offending de- 
positor might choose to broadcast. 

The offense of issuing checks for 
which insufficient funds are on deposit 
may result from ignorance of banking 
laws and practice just as surely as from 
careless bookkeeping or a deliberate 
attempt to benefit, temporarily, at the 


risk of the bank’s displeasure or decisive 
action. 


More and more common is the situa- 
tion that persons with an immediate 
supply of money subject to proportion- 
ate or excess expenditure within the 
month, or a limited period of time, are 
tempted into the convenience of a 
checking account. This sometimes sug- 
gests temporary advantage in the use 
of funds not actually on deposit. Many 
such persons would give no thought 
to the fact that each time an over- 
draft occurs numerous steps in routine 
are necessary, and that these cause 
interruption of other work and added 
cost in carrying an account which is 
already unprofitable where uniformly 
low sums are kept on deposit. 

All possibilities must be kept in mind 
if you are to write letters which will 
be successful in results in that they 
win constructive co-operation. It does 
not add to a bank’s morale or prestige 
to be obliged to write numerous letters 
remonstrating against the overdrawn 
account evil. Too frequently such 
letters deteriorate into impatient expres- 
sion not in keeping with the poise and 
dignity that we associate with a 
banking institution. 

“An ounce of prevention is worth 
a pound of cure.” That adage can 
work to our profit in every department 
of the bank; but it can earn good-will 
and dividends in incalculable degree 
when applied to the problem of over’ 
drafts. 

Education is the ounce of prevention 
needed to forestall the situation which 
pounds of cure may fail to affect 
appreciably. 
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Men of affairs and business houses 
of large and moderate success value at 
its true credit worth a clean banking 
record. Efficient secretaries and well- 
kept records constantly guard against 
accounts falling below the bank’s re- 
quirements through lack of attention. 
Any temporary shortage of funds for 
other reason is quickly covered by some 
arrangement which protects the check- 
ing balance. Such accounts seldom 
require more than a routine reminder 
that the balance is low. 

A condition quite different is faced 
in the account of the individual or con- 
cern whose funds, assets and resources 
are or may be inadequate to the present 
need. 

Our problem is to get at the true 
status. This can be determined most 
constructively by advancing such facts 
and suggestions as will prompt an open 
statement or discussion of pertinent cir- 
cumstances. 

There are accounts that are not 
desirable in themselves, but the handling 
of which might strongly influence other 
accounts which we do not wish to be 
disturbed. Much of the consideration 
and tact which surrounds the more 
valued account must in that event be 
employed in the case of the offending 
depositor. 

Some accounts previously good have 
fluctuated and steadily decreased in 
size. To these we feel that we owe 
scrupulous regard so that we may if 
possible encourage and help them back 
to their old position, in so far as our 
effort is consistent with good banking 
practice. 

Many delinquents belong to the vast 
army of men and enterprises trying 
to retain a foothold in earnest purpose 
which should carry them forward into 
a degree of success that will be of 
interest to us for the sake of its accom- 
plishment, as well as for its immediate 
and potential benefits to us as a banking 
institution. 

Then there are also those accounts 
which will always be an unjustifiable 
expense for any bank to handle. 
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The position of the bank should be 
that every depositor should contribute 
to his own and to its success. Each 
case is individual and merits full con- 
sideration—whether that requires sev- 
eral attempts to gain the facts obtain- 
able, or a more immediate decision 
vindicated by experience and _ good 
judgment. 

We must enlighten the depositor 
who has no decisive information con- 
cerning the refusal of overdrafts and 
no proper conception of their signifi- 
cance. While we cannot review and 
instruct in academic fashion, we can 
advance such standards and suggestions 
as will respect the depositor’s intelli- 
gence and feelings in revealing to him 
his fault and winning his co-operation 
or confidence. 

Before we forfeit an account we 
should make certain that we ourselves 
have employed constructive thinking 
and presentation which has done its 
best to strengthen personal and com- 
munity responsibility. 

The following letters are suggested 
as being well designed to meet various 
problems in connection with overdrafts: 


PRELIMINARY REMONSTRANCE 


Dear Mr. Atherly: 

This morning the balance shown to your 
credit was $8.60. Later your check for 
$10 was presented, which overdrew the 
account $1.40. 

We assume that this overdraft was due 
to some mistake, as we do not believe that 
you would knowingly have drawn a check 
against insufficient funds. 

Won't you be especially careful in the 
future to see that no overdrafts occur? 
We shall appreciate your co-operation. 

Very truly yours, 


PRELIMINARY REMONSTRANCE 


Dear Mr.-~ Burleigh: 

There were presented to us today for 
payment two checks—No. 138 for $50, and 
No. 140 for $25—which we regret to inform 
you could not be paid because your balance 
according to our books was only $15. You 
are of course aware that the banking regu- 
lations do not permit overdrafts. 

It has occurred to us that perhaps there 
is some discrepancy between your books and 
ours. Possibly one of your deposits has 
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gone astray in the mail, and we therefore 
suggest that you review your records and 
ascertain whether you have received our 
acknowledgment for all your deposits mailed 
to us. 

If you are lacking a receipt for any de- 
posit and will forward us full details, we 
shall be pleased to make a thorough inves- 
tigation and inform you of the result. 

We await further word from you. 

Very truly yours, 


EDUCATIONAL REMONSTRANCE 


Dear Mr. Camp: 

It has been necessary for us to decline 
payment of several of your checks recently, 
due to an insufficient balance in your ac- 
count. This question of overdrawing we 
should like to discuss with you. 

Good banking procedure does not permit 
overdrafts, and accounts that persist in the 
practice fall automatically into the undesir- 
able class—very often resulting in the re- 
quest that they be closed. 

There should be in every account not only 
enough balance to cover all outstanding 
checks but an amount large enough for the 
income to meet at least the costs of main- 
taining that particular account. 

This frank letter is written because we 


feel it is not your intention to permit your 


account to be of the undesirable type, but 
rather one that would be satisfactory to both 
of us. 
We earnestly ask your co-operation. 
Very truly yours, 


EDUCATIONAL REMONSTRANCE 


Dear Mr. Denning: 

The overdraft of $4.86 against your ac- 
count yesterday occasioned us some surprise, 
coming as it did so shortly after our discus- 
sion following a similar occurrence two weeks 
ago. 

We must emphasize that the payment of 
checks which are not fully covered by cash 
on deposit with us is an unusual accommoda- 
tion, and one which we are unable to extend 
to depositors regularly. The practice of 
overdrafts is not permitted under the bank- 
ing laws and proper procedure requires that 
accounts shall carry adequate balances at all 
times. 

Your co-operation will spare us the un- 
pleasant necessity of declining payment on 
any of your checks. 

Very truly yours, 


EDUCATIONAL REMONSTRANCE 


Dear Mr. Everett: 
From time to time we have found it 
necessary to refuse payment of checks drawn 
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by you, for the reason that your balance has 
not been sufficient to cover them. Of late 
these overdrafts have occurred more fre- 
quently, 

At the moment your balance is $1.01. 
Possibly it is burdensome for you to main- 
tain the average balance of $1000 agreed 
upon when your account was established 
with us. We realize that it is not always 
convenient for depositors to meet a fixed 
average; but overdrafts are not permitted 
under the banking laws and we do not an- 
ticipate them in accepting an account. 

You can appreciate the extra detail in- 
volved when overdrafts occur, and we feel 
sure that you will co-operate with us to the 
extent of maintaining a balance commensu- 
rate with the service we render. 

Very truly yours, 


EDUCATIONAL REMONSTRANCE 


Dear Mr. Faxtion: 

Your check for $5 was presented for pay- 
ment today. At the time your balance was 
only $2.97, as shown by our books—al- 
though later in the day we received your 
deposit for $195, which will be collected to- 
morrow. It therefore appears that you have 
overdrawn your account $2.03. 

Banking regulations do not permit over- 
drafts. As we notified you recently of a 
similar condition, will you please call to see 
us as soon as possible, so that we may have 
a proper understanding. 

We are pleased to extend our checking 
privilege to you only with adequate funds 
on deposit; and we hope that the account 
will be placed on a basis satisfactory to both 
you and the bank. 

Very truly yours, 


EDUCATIONAL REMONSTRANCE 


Dear Mr. Grant: 

Some weeks ago, when your account was 
overdrawn, we wrote you in detail the rea- 
sons why we cannot permit overdrafts. We 
felt that with our position fully explained 
you would not allow this incident to occur 
again; but we note that yesterday your ac- 
count was ovedrawn $17. 

You must realize that, aside from the 
legal restrictions involved, accounts in which 
even occasional overdrafts occur are rendered 
unprofitable, and that this practice if fol- 
lowed by a number of our customers would 
seriously interfere with the orderly opera- 
tions of a bank. 

We view this matter with such serious re- 
gard that persistent offenders have been re- 
quested to withdraw their accounts. We do 
not contemplate that you will allow to de- 
velop a condition that would call for such 
stringent action, yet we cannot emphasize 
too strongly our request that greater care 





) Auditors 
actually 






It must be pleasant news indeed that brings a 
smile to the harried auditor, as he checks over 
sales costs. Such news is often supplied by the 
use of the Long Distance telephone in selling. 

For example, the Consolidated Products Com- 
pany —dealer in industrial machinery— adopted 
a telephone selling plan. Within one year, approx- 
imately $300,000 worth of machinery was sold 
by telephone—annual sales were increased 6% 
—selling costs were decreased 10%. 

Telephoning costs litthek—look in the front 
pages of your telephone book for typical out-of- 
town rates. S 
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be exercised to assure that your account is 
in funds at all times to care for withdrawals. 
Very truly yours, 


EDUCATIONAL REMONSTRANCE 


Dear Mr. Hillcrest: 

A check for $175 was presented for pay- 
ment today and paid, although it overdrew 
your account $10.50. 

Our records show that you have over- 
drawn several times within the past few 
months and that each time you have covered 
the deficit immediately upon being notified— 
which leads us to believe that these over- 
drafts are caused by your not watching your 
balance when issuing checks. 

The next time you are in the bank I wish 
you would stop and see me, as I should like 
to explain to you our position in these mat- 
ters. 

Very truly yours, 


CHANGED CONDITIONS 


Dear Mr. Ives: 

You will recall our recent letter concern- 
ing checks which have temporarily over- 
drawn your account, and that this empha- 
sized that it had been necessary for us to 
return certain checks because of insufficient 
funds. 

Your balance today is $10.02. This low 
balance may be created by unusual condi- 
tions unknown to us—and for that reason 
we dislike to make any suggestion of a serv- 
ice charge to cover the expense of handling 
the account. 

Why not come in and have a talk with 
us on the subject? 

May we hear from you soon? 

Very truly yours, 


CHANGED CONDITIONS 


Dear Mr. Jeremy: 

I am sure you do not realize the serious- 
ness of drawing checks against your account 
when insufficient funds are not on deposit 
to meet them. 

At the close of business last night your 
balance was $5.00. Checks amounting to 
$55.50 were presented for payment this 
morning, overdrawing your account $50.50. 

We do not wish to embarrass you by re- 
turning your checks—yet we cannot con- 
tinue to allow overdrafts, as banking regula- 
‘tions are very stringent concerning such ac- 
commodation. 

Will you kindly make a deposit to cover 
your present deficit and leave a substantial 
balance, sufficient at all times to keep your 
account on a paying basis. 

We shall appreciate your immediate co- 
operation. 


Very truly yours, 


CHANGED CONDITIONS 


My dear Mr. Kalb: 

Since we wrote you last about your ac- 
count you have drawn certain checks against 
it without having funds to meet them. Fol- 
lowing regular banking procedure, we have 
had to return them to the payee. 

Today your balance is only $17.60—and 
your average for the past few months has 
not been good. When you opened the ac- 
count with us we did not contemplate your 
averaging low balances, and at present we 
are carrying your account at a loss. 

Surely, Mr. Kalb, your careful considera- 
tion of this condition will find a way to 
increase your deposits with us and enable 
you to carry a commensurate balance at all 
times. 

Please write or call to see us and let us 
know what you will do. 

Very truly yours, 


LEADING 


Dear Mr. Lannan: 

We have brought to your attention sev- 
eral times the overdrafts in your account. 

This morning there appears a deficit of 
$168.25. We ask that you deposit at once 
sufficient funds to offset this amount and 
must emphasize that you refrain from issu- 
ing any future check when your balance is 
inadequate to take care of it fully. You 
will realize that, while we do not like to 
return checks of any of our customers, fre- 
quent overdrawing leaves us no alternative. 

We shall look for your immediate co- 
operation. 


TO ACTION 


Very truly yours, 


LEADING TO 


Dear Mr. Merry: 

We find that your account has been over- 
drawn on several occasions and that we have 
called your attention to the deficit in each 
instance. 

Aside from the fact that such practice 
constitutes an unprofitable account, the bank- 
ing laws do not permit it. With this in 
mind, we would very much appreciate your 
building your balance to the required mini- 
mum of $————, and discontinuing any 
overdrawal of the account. This morning 
your balance is $23. 

We sincerely hope that you will take this 
necessary action, so that we may have the 
pleasure of continuing our business relations. 

Very truly yours, 


ACTION 


LEADING TO ACTION 


Dear Mr. Norris: 

You will remember my writing to you on 
February 29 about the many overdrafts that 
have occurred in your checking account. 
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Continued overdrafts—no matter how triv- 
ial—cause a great deal of extra work, and 
render small accounts not only unprofitable 
but a real source of loss to the bank. 

We should indeed be sorry to ask you 
to withdraw your account, but that will in- 
evitably be necessary unless the overdrafts 


cease. You surely realize as well as we do 
that we cannot continue an account which is 
costing unwarranted overhead and making 
no profit. 

Very truly yours, 


LEADING TO ACTION 


Dear Mr. Olson: 

Your check for $15 was presented for 
payment today, while your account shows a 
balance of $9.80. Payment of this check 
has been refused by us. 

A similar condition has happened on two 
previous occasions recently, and we are sorry 
that we are again compelled to write you. 
This is a serious matter from the standpoint 
of your credit and we believe you should be 
much concerned about it. 

You of course realize that a balance 
should be maintained at all times sufficient 
to cover the cost of handling the account. 
Overdrafts tend to increase the expense and, 
as we have already notified you, they are 
not allowed under banking regulations. 

It is important that you call to see us as 
soon as possible. We dislike to embarrass 
you by closing the account. 

Very truly yours, 
LEADING TO ACTION 
Dear Mr. Patten: 

When you opened an account here you 
did not contemplate, I am sure, that this 
was to become not only unprofitable but an 
actual expense to the bank. 

We have had to return several of your 
checks recently because there were not suffi- 
cient funds available at the time to pay 
them. Overdrafts mean a loss of time to 
the bank, considerable extra investigation and 
detail—and consequent expense. It is a con- 
dition that we do not expect in accepting 
an account. 

Your present balance is $13.20. If you 
are unable to maintain a reasonable deposit, 
it would doubtless be better to close the ac- 
count until such time as this will be possible. 

We shall welcome your early reply. 

Very truly yours, 


LEADING TO ACTION 


Dear Mr. Quint: 

The conditions governing your account 
were discussed with you at the time you 
established relations with us, and particular 
mention was made of your balance require- 


ee 
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ments. Up to now you have not met these 
requirements in full. 

We have written you several times regard- 
ing overdrawals on your account and have 
pointed out to you the reasons why these 
must be discontinued. 

Just recently your account showed another 
overdraft for a few days, until your deposit 
of $200 was received yesterday. It seems to 
us that you have been lax in your business 
dealing with us. 

Please bear in mind that we want your 
name on our books, but must have strict ob- 
servance of the conditions under which the 
account was accepted. We trust that you 
will now realize our position and continue 
with us on a mutually satisfactory basis. 

Very truly yours, 


LEADING TO ACTION 


Dear Mr. Race: 

Your account with us during the past 
three months has shown an average balance 
of $150. Against this account we have paid 
thirty-four checks. The payment of these 
checks has caused six overdrafts during that 
period, and a number of the checks have 
been marked “Not Sufficient Funds” and re- 
turned unpaid. 

This analysis suggests two things—your 
embarrassment by the return of your checks 
and the loss to the bank in carrying your 
account. 

Is it possible for you to increase your 
balance with us? If not, would it not be 
better to close the account until such time as 
it would be convenient for you to carry a 
balance with us appropriate to the services 
rendered? 

We shall appreciate your co-operation and 
immediate reply. 

Very truly yours, 


FINAL ACTION 


Dear Mr. Scott: 

We are rather perplexed at your persist 
ence in overdrawing your account, despite 
the fact that we recently wrote you at 
length, explaining the undesirable features of 
this practice. 

Since it would not be good policy for 
either of us to continue your account in this 
manner, we are writing to request that you 
call at this office and arrange to discontinue 
your account until you are in a position to 
maintain it according to our requirements. 

Very truly yours, 


FINAL ACTION 


Dear Mr. Teele: 

After the talk we had last week, in which 
I pointed out to you that we could not 
honor overdrafts on your account, I am con- 
















cerned to learn that you are continuing to 
draw checks without sufficient funds to cover 
them. 

We have today returned your check for 


$80 payable to the order of Francis 
Brothers. 

It is not necessary to go into detail again, 
as I explained the bank's position when you 
were in to see me; and I shall therefore ask 
you to draw a check for $8.60 within the 
next few days, closing your account with us. 


Very truly yours, 
FINAL ACTION 


Dear Mr. Underwood: 

It is with regret that we note you have 
continued to issue checks against insufficient 
funds. 

Our several talks bringing this to your 
attention and emphasizing the undesirable 
element in such a situation have obviously 
not led to the result we had expected. 

You will agree with us that we have en- 
deavored to deal most fairly with you in 
the hope of a satisfactory adjustment toward 
your building an adequate balance; but, be- 
cause you have left us in the position of 
being unable to render a true standard of 
banking service to you, we are now com- 
pelled to ask you to close your account with 
us on or before April 15; otherwise, we shall 
mail you our Cashier's Check for your bal- 
ance at the end of that business day. 

We should have been glad to avoid these 
circumstances. 

Very truly yours, 


FINAL ACTION 


Dear Mr. Verrill: 

During several months past there have 
been presented against your account checks 
which, if paid, would have overdrawn your 
balance. 

It is a source of embarrassment to all 
concerned to have checks returned through 
the Clearing House. Also, an account is 
obviously unprofitable that does not main- 
tain at all times a balance at least sufficient 
to take care of checks issued. 

Overdrafts are not permitted under the 
banking laws, and, as you have apparently 
disregarded our several letters on this sub- 
Ject, we must, with regret, ask that you close 
your account with us not later than May 1. 
If at that time the account has not been 
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closed, we will mail you our Manager's 
Check for the balance then appearing on our 
books. 


Very truly yours, 
FINAL ACTION 


Dear Mr. Williams: 

On April 16, and again on April 18, we 
paid your checks drawn against inadequate 
funds, These checks were paid at your 
request and upon your assurance that proper 
balances would be maintained. 

This morning your check for $75, payable 
to John Jones, was presented against a bal- 
ance of only $37.50. As we telephoned you, 
this check was returned because of an insufhi- 
cient amount on deposit. 

You will remember that we have stressed 
in our conversations that it is neither profit- 
able nor in accordance with the banking laws 
to honor overdrafts. Should you not find 
it convenient to carry a proper balance with 
us, we must therefore suggest that vou make 
other banking arrangements. 

Unless we have some word from you 
within the next few days, we shall mail our 
Cashier’s Check to you on Friday, April 30. 

Very truly yours, 


FINAL ACTION 


Dear Mr. Young: 

*For several months past we have had 
presented for payment checks drawn by you 
without sufficient funds on deposit to meet 
them; and recently your account showed an 
overdraft for a number of weeks, despite our 
previous reminder that you draw no checks 
without being sure of funds to pay them and 
our repeated request that this particular 
deficit be made good. 

With this overdraft outstanding over a 
period of several weeks, we note that you 
made a substantial deposit yesterday. After 
the overdraft has been deducted, the balance 
appearing to your credit on our books is 
$700. 

Having the whole situation in mind, we 
have no alternative but to ask your check for 
the present week you draw your check for 
that amount, less any checks at present un- 
paid; otherwise, we shall mail you our 
Cashier's Check next Monday, February 17. 

Very truly yours, 

*To a depositor in a situation in which 

we do not wish to become involved. 
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Work of the Comptroller’s Bureau 


Substantial Progress Being Made in the Orderly Liquidation 
of Closed Bank Assets 


the office of the Comptroller of 

the Currency were outlined by the 
Comptroller in a recent address before 
the Advertising Club of Washington, 
D. C., in which he pointed out that 
through banks in receivership the bureau 
is directing practically every known 
kind of business. 

“The office of the Comptroller of the 
Currency has jurisdiction over all na- 
tional banks and has direct charge of all 
receiverships and conservatorships,” 
Comptroller O'Connor said. “Through 
the banks in receivership practically 
every known business is directed: some 
200,000 acres of land, cotton planta- 
tions, orange groves, pineapple planta- 
tions, wheat, tobacco, factories, hotels, 
apartment buildings, coal mines, rail- 
roads, various manufacturing plants, and 
in fact every branch of business is rep- 
resented in the numerous conservator- 
ships.” 

The new practices in liquidation do 
not mean that the borrowers of a de- 
funct bank are subjected to disastrous 
pressure for repayment or that securi- 
ties are liquidated in such haste that the 
market is disrupted. “In former days, 
when a bank was placed in liquidation 
and a receiver appointed, dividends 
were paid to depositors only as they 
were collected from the borrowers. In 
many instances this meant great delay 
and, not infrequently, great hardship 
upon the borrowers. This system has 
been entirely changed. When a bank is 
placed in receivership and the proper 
notice to creditors is published, the 
‘Comptroller instructs the receiver to 
make application to the Reconstruction 
Finance Corporation for as large a loan 
as it is possible to receive on the frozen 
securities in the bank. The Reconstruc- 
tion Finance Corporation has co-op- 
erated magnificently with my office, and 


Tite work and accomplishments of 


we have been able to pay to depositors 
in closed national banks from March 5, 
1933, to September 23, 1933, $270,- 
647,352. The great advantage 
of this system is at once apparent, as it 
permits a more orderly liquidation of 
the assets of a closed bank and holds off 
the market stocks, bonds and other 
securities which, if dumped upon the 
market, would bring a much lower 
price.” 

Those people who are commenting 
upon the effect that immediate release 
of the total deposit liability of $818,- 
012,438 of the 1140 national banks 
under receivership would have upon 
business are, however, indulging in idle 
speculation, because “in reality there is 
no such sum to be released to depositors. 


The figure given represents the total de- 
posit liability in receiverships as of the 


date given. If there were no losses a 
bank would not be in receivership, and 
just what the losses amount to is of 
course impossible to ascertain.” 

The deposits in unlicensed national 
banks on September 25 amounted to 
$707,762,000. Banks with reorganiza- 
tion plans approved totaled 362; with 
plans under consideration, 122; submit- 
ting no feasible plan, 38; plans disap- 
proved and receiver recommended, 303. 
“We have completely cleared the slate 
in twenty-three states. When present 
approved plans are consummated, less 
than 2 per cent. of total deposits will be 
frozen in national banks. The remain- 
ing banks which are in the hands of con- 
servators will be either reopened through 
reorganization, consolidation, sale of as- 
sets under the Spokane plan, or placed 
in receivership before January 1, 1934.” 

In preparation for putting into effect 
the deposit insurance provisions of the 
Banking Act of 1933, an experienced 
and efficient national bank examiner has 
already been selected in each state, and 
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has for some time been working with 
the state banking commissioner in secur- 
ing data and necessary information to 
make up the record of the banks of that 
state. “The insurance provisions of the 
Banking Act of 1933 provide that a 
bank must certify ‘upon the basis of a 
thorough examination of such bank 
whether or not the assets of the apply- 
ing bank are adequate to enable it to 
meet all of its liabilities to depositors 
and other creditors as shown by the 
books of the bank.’ Jesse H. Jones, 
chairman of the Reconstruction Finance 
Corporation, has advised all banks in 
the nation that he stands ready to pur- 
chase preferred stock in banks which 
need capital strengthening. The Presi- 
dent of the United States has said ‘the 
object of the insurance provisions of the 
new bank act was to insure as many 
nonmember banks as possible.’ ” 

In a later release from the Comptrol- 
ler’s office emphasis was again placed on 
the fact that reopening of the unlicensed 
national banks for which reorganization 
plans have been approved will not mean 
that all frozen deposits will be released 
at once to the depositors. “The total 
represents the amount of deposits car- 
ried on the books of these institutions 
when conservators took charge of them 
after the bank holiday. It is obvious 
that the banks would have reopened im- 
mediately had they been able to pay 
100 per cent. of their deposits. How- 
ever, it is estimated that, in most in- 
stances, depositors will receive an aver- 
age of slightly better than 50 per cent. 
of their balances when and if these un- 
licensed banks reopen, with additional 
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percentages being available as slow or 
doubtful assets are converted into cash. 
“Operation of national banks through- 
out the country by conservators under 
the direction of the Comptroller of the 
Currency has resulted in enormous sav- 
ings in salaries—savings which will 
eventually redound to the benefit of de- 
positors in such institutions,” according 
to figures released by Mr. O'Connor. 
“In seventy-three banks in sixteen states, 
picked at random, the annual salaries, 
prior to conservatorships, amounted to 
an aggregate of $3,381,822. The pres 
ent annual salaries in these institutions, 
under conservatorships, is $1,917,739. 
In other words, there has been a saving, 
on an annual basis, of $1,464,083, or 
43.3 per cent. Previous to the naming 
of conservators, the personnel of these 
seventy-three banks totaled 1801. To- 
day, under conservatorships, the entire 
number of officers and employes is 1123, 
a reduction of 678, or 37.6 per cent.” 
In California, for instance, sixty-eight 
employes in five national banks, who 
received annual salaries amounting to 
$93,440 before conservators were ap- 
pointed, have been reduced to forty-five 
employes receiving $65,618 annually. 
Five national banks in Indiana with an 
aggregate of sixty-nine officers and em- 
ployes, who received $133,556 per year 
before conservators took charge, now 
have sixty-six employes, who receive but 
$110,101. And in five Illinois national 
banks the number of employes since con- 
servatorship has dropped from 169 to 
102, while the annual payroll has been 
reduced from $332,399 to $156,663. 


“The bank is merely an aggregation of men and it can be no 


better than its men. 


A bank never goes wrong of itself; it goes 
wrong because of the men behind it. 


Insolvency may be due to 


anv one of several causes, but failure is, in the last analysis, the 


failure of men.”-—William H. Kniffin: The Practical Work of 


a Bank. 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


The National Securities Act 


National Securities Act are seri- 
ously restricting new capital issues, 
and thus delaying the success of the 
National Recovery program, seems now 
to be a fact recognized even at Wash- 
ington, and the movement for the 
modification of the measure is gaining 
force. It is claimed that the new law, 
by imposing heavy responsibilities upon 
directors of corporations and dealers in 
securities, has had an effect exactly con- 
trary to what the law contemplated. 
Directors of corporations and dealers in 
securities who are in the habit of taking 
their responsibilities seriously are, it is 
said, extremely reluctant to incur the 
hazards which the new law contains, 
while others who regard these obliga- 
tions more lightly are under no such 
restraint. Figures are given to support 
this contention. They show that, while 
the registration of the sounder class of 
securities has been small, the registration 
of securities of a doubtful character has 
been on a considerable scale. 
Disappointment must be felt that a 
measure designed to improve conditions 
under which securities are issued and 
marketed, and whose object was un- 
doubtedly to promote the sale of securi- 
ties of the better class arid to hinder 
those of another character, has in prac’ 


tice tended to produce a situation di- 
S policies would be affected by a 
large-scale inflation of the cur- 
-rency, it is interesting to note how in- 
flationary proposals are viewed by a 
life insurance manager. Dealing with 
the question, “Is Inflation a Menace or 
a Blessing,” Frank J. Traverse, manager 
of the investment research department 
of the Lincoln National Life Insurance 
Company, Fort Wayne, Ind., says: 


T Nise the drastic provisions of the 


Inflation as Viewed by a 
INCE the holders of life insurance 


rectly contrary to what was intended. 
With what was the aim of the Na- 
tional Securities Act—to remedy the 
abuses in the issue and sale of securities 
—no quarrel exists among those con- 
cerned in seeing this phase of finance 
placed upon a sound basis. Clearly it 
is to the interest of corporations and 
municipalities desiring to borrow, and 
of legitimate dealers in investment 
securities, that conditions such as have 
discredited the investment business and 
have weakened public ‘confidence in 
many classes of securities should be cor- 
rected. To what extent this remedy can 
be applied by legislation is a matter of 
some difference of opinion. At any 
rate, there is substantial agreement that 
the law in question has defeated its pur- 
pose by going too far—by making the 
bridge much broader than the flood. 

If those desiring to enlist the con- 
fidence of the public in buying securi- 
ties could be awakened to a higher 
recognition of their own interests, and 
if some investors could be weaned of 
the childlike faith they have heretofore 
shown in anything resembling a stock 
certificate or bond, and taught to dis- 
play an inquiring and even obstinate 
mental attitude when offered obligations 
in exchange for their dollars, then the 
investment business would be in less need 
of corrective legislation. 


Life Insurance Manager 


Rising into ascendancy on the horizon of 
the new deal is inflation, a star whose com- 
ing has long been awaited by some as a 
blessing and dreaded by others as a menace. 

One hesitates to use the word at all be- 
cause of the many varied conceptions of its 
meanings and because there is or should be 
a distinct odium about it, since it produces 
the illusion of getting something for nothing. 
Thus far there have been threats but so far 
no actual cheapening of the currency. How- 
ever, our actual abandonment last April of 
the gold measure of value in use for so many 
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decades and our congressional permission to 
the President to cheapen the currency imply 
that some form of currency tampering lies 
ahead. 

Many centuries ago gold and silver were 
adopted as satisfactory measures of value to 
displace barter and exchange, because their 
supply is limited, they are durable and they 
are universally desired. A piece of gold or 
silver has a definite purchasing power at a 
given time, and the addition of a govern- 
ment stamp upon the metal, such as on a 
coin, does not add a single iota of value to 
it. 

Nothing but gold and silver is strictly en- 
titled to be called money. Paper currency 
printed by a government is not money at all, 
but merely an “I. O. U.” of the Govern- 
ment. It is not money but a promise to pay 
money. The paper is valuable only so long 
as the Government is able to pay out money 
—gold or gold and silver—in exchange for 
it whenever demanded. 

It follows that unlimited printing of paper 
currency makes it absolutely worthless. 
Especially is this true when a government's 
expenses exceed its income, so that nothing 
is left over for the redemption of its “I. O. 
U.” currency. This is not theory but the 
actual history of currency inflation in Massa- 
chusetts and other colonies, in our Revolu- 
tionary War, in the Civil War (the Con- 
federate paper currency became practically 
worthless long before the war ended) and 
more recently (1919-23) in Germany. 

Yet there are influential writers who would 
have our Government print huge currency 
issues to pay for public building construc 
tion or to pay off the entire Government 
bonded debt of nearly $24,000,000,000. If 
the Government had the power to create 
money merely by printing it, there would be 
no point in collecting taxes, for all Govern- 
ment expenses could be paid by printing new 
“money”! Neither would there be any point 
in advocating economy in Government ex 
penses. 

The volume of money and paper currency 
has a small influence upon employment and 
business activity. In 1929, with $5,000,000,- 
000 or $6,000,000,000 of money and paper 
currency, this country had bank deposits of 
$52,000,000,000 and total check transactions 
of $600,000,000,000! About 90 per cent. 
of all business transactions are paid by check. 
The volume of business depends ‘not upon 
the amount of money and paper currency, 
but upon the rapidity of turnover of bank 
deposits. In a sense, business is still done 
largely by barter (exchange of goods and 
services) through the medium of check 
transactions, money being merely the measur- 
ing-rod of value. Confidence in the stability 
of the monetary standard encourages rapid 
turnover. Tampering with the monetary 
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standard disturbs business and confidence and 
reduces turnover. 

All this leads logically to a consideration of 
the gold standard. A bushel of wheat is 
officially defined as 60 pounds, and the foot 
is an officially and arbitrarily assumed stand- 
ard for measurement of distance. In the 
same manner, a definite weight of gold 
(25.8 grains to the dollar) was the official 
measuring-rod for value, until our abandon- 
ment of this gold standard last spring. Now 
there is no official standard. Sooner or 
later we must again adopt one, so that long 
term business contracts can be made with 
confidence. 

In every major boom period there is a 
huge amount of borrowing, largely specula- 
tive. When the crash comes, interest and 
tax burdens become oppressive and a clamor 
arises for devaluation of the currency as a 
subtle means of repudiating debts. For ex- 
ample, if you had loaned me 10,000 bushels 
of wheat several years ago and I were now 
hard pressed to repay the loan, I might be 
tempted to have the official definition of a 
bushel reduced from 60 pounds to 30; then 
I could more easily repay the loan of 10,000 
bushels. Yet in justice I would have re- 
pudiated one-half of my. debt to you. This 
is what the devaluationists propose to do 
when they change the dollar, until recently 
defined as 25.8 grains of gold, to perhaps 
12.9 grains. 

It should be evident that to the extent bor- 
rowers are benefited by manipulation of the 
currency, the rest of our people will be hurt. 
If, instead of devaluing the dollar, borrowers 
were relieved more directly by having their 
debts cut one-half, all of us who have life 
insurance or bank deposits would have our 
savings cut in half—for do not the assets of 
life insurance companies and banks consist al- 
most entirely of the borrowings of corpora- 
tions, municipalities, nations, individuals, in 
the form of notes, mortgages and bonds? 

If borrowers have their burdens eased by 
devaluation instead of direct reduction of 
their debts, will the results be any less detri- 
mental to the 35,000,000 life insurance policy- 
holders or to the more than 30,000,000 bank 
depositors? Devaluation will force these 
thrifty people to face sharply rising expenses 
and a reduced standard of living, in order 
that the debt burdens of borrowers may be 
eased. 

Once the example of devaluation is estab- 
lished, there will be pressure for further de- 
valuation after every boom of the future, 
when borrowers are once more under pres’ 
sure. Moreover, if business activity begins 
to slump after the first devaluation, many will 
say that further devaluation is needed. Busi- 
ness and confidence will be disturbed, and 
there can be no lasting prosperity without 
confidence in long term business contracts. 
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Let us hope that the National Recovery 
Act will be so successful in providing work 
for the unemployed and in making business 


activity profitable that our leaders will not 
succumb to the pressure of inflationists for 
speculation with the nation’s currency. 


The Future of Latin American Securities 


HILE the American investor 
must realize the fact that years 


will probably pass before the 
majority of foreign investments are re- 
habilitated, there are indications that 
few or no repudiations will be recorded 
in Latin American dollar bonds, accord- 
ing to views expressed by C. A. Mc- 
Queen and L. B. Clark in a bulletin on 
practical features of the Latin Ameri- 
can bond situation prepared for Dis- 
tributors Group, Inc., of New York. 

Based on past experience and surveys 
of the economic and political factors in- 
volved, it would appear that, out of 
nearly 150 issues in this class of securi- 
ties, probably around 60 will finally be 
honored in full as to principal, 30 will 
be settled at 25¢ or less on the dollar 
and the remainder will ultimately be 
adjusted at from 25 per cent. to 75 per 
cent. of par. 

The writers point out that the posi- 
tion of Latin American securities has 
become confused during the past year 
by additional defaults, partial interest 
payments, issuance of scrip in lieu of in- 
terest and other divergencies from the 
contractual features of the bonds. The 
market has accordingly taken on a pecul- 
iarly technical character, with prospects 


that this tendency will increase during 
the time that will pass before it is pos- 
sible to establish more nearly normal 
relations in international finance. 

The suggestion is made that, because 
of the present preponderance of the 
“market factor” over normal economic 
considerations, the maximum benefit for 
the security holder is obtainable through 
direct professional action in his behalf. 
This is developed after a discussion of 
the various aids now available to the 
investor. 

“The American investor,” say the 
writers, “must recognize the fact that 
the world’s problem of restoring a 
normal interchange of goods and credit 
—a problem of which our more or less 
frozen holdings of Latin American 
securities form only one feature—is not 
going to be solved quickly. If reference 
is made to the experience of other lend- 
ing nations, it will be learned that a 
number of years usually pass, at the 
best, before foreign investments are re- 
habilitated, once the continuity of pay- 
ments has been broken. The conditions 
of today are far more general in their 
scope and more complex in their details 
than any similar experience of the past. 

“As Latin American dollar bonds 
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have lost their original investment quali- 
ties; they have acquired a highly tech- 
nical speculative position. This dates in 
general from the middle of 1932, which 
saw the climax of the enforced liquida- 
tion in our markets. At that time the 
bold bond buyers who were willing and 
able to buy had no difficulty in acquir- 
ing a great many bonds at prices below 
10, and even below 5. Later they were 
able to realize profits of several times 
their commitment, if they took advan- 
tage of the subsequent market rallies. 
It is this change from an investment to 
a speculative character that stands out as 
the principal development of recent 
years in connection with Latin American 
bonds. 

“If history repeats itself after this de- 
pression, defaults on Latin American 
public securities will eventually be ad- 
justed according to the circumstances of 
each case. There should be few if any 
repudiations, unless the whole scheme 
of world affairs is revolutionized. Latin 
America is closely bound to Europe and 
North America by economic and social 
ties, and looks to the renewal of com- 
mercial and financial intercourse with 
its creditors as the natural means of re- 
storing its own prosperity. Doctrines 
involving the abolition of private prop- 
erty have made no real headway in 
Latin America because the people are by 
nature individualistic and desirous of 
acquiring property. The simpler ele- 
ments susceptible to agitation have little 
more than the vague notion that radical 
social changes would mean the reversal 
of the positions of masters and servants. 

“The fact that certain defaulted or 
partly defaulted debts may finally be 
honored in full does not necessarily 
mean that outstanding bonds will revert 
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to their original status and be met at 
their present maturity dates. It is more 
likely that new deals will be made and 
new securities issued, possibly at lower 
interest rates and with maturities de- 
ferred. 

“The factor of time is the hardest to 
estimate in considering the Latin Ameri- 
can bond problem. A good many parts 
of Latin America are not badly off as 
compared with the rest of the world, in 
so far as the actual comfort of their in- 
habitants is concerned. It is simply that 
investments, partly foreign, in their lines 
of business are not now sufhciently pro- 
ductive to provide a return. The rest 
of the world must bear a considerable 
part of the responsibility for this condi- 
tion. So, while it is desirable to watch 
closely the developments in each Latin 
American region in order to keep in 
touch with its economic and financial 
capacity and the changes therein, the 
more important preliminary signals will 
probably come from other quarters. 

“With the occurrence of numerous 
defaults in Latin American bonds, some 
agitation has taken place for the organ- 
ization of protective bodies, and several 
committees of this character have been 
formed, differing widely in their 
apparent qualifications and methods. 
The bondholder must remember that 
the treatment of defaulted debts of sov- 
ereign powers is a very different matter 
from that of business securities issued 
under domestic laws. It is not possible 
or expedient to enforce liens, and bluster 
will accomplish nothing. There is no 
doubt that eventually the services of well 
qualified persons will be required to 
represent the bondholders in the final 
settlement of these obligations, each on 
its own merits.” 


The Losses on Securities 
Grenson before the annual con- 


vention of the National Associa- 
tion of Security Commissioners, 


Frank M. Gordon, president of the 
Investment Bankers Association of 
America, took the position that the losses 
sustained through “worthless” securities 


have been considerably exaggerated. He 
further indicated that the tendency to 
attribute all such losses to fraud was 
wide of the facts. Referring to the Na- 
tional Securities Act, Mr. Gordon said: 

“Since the passage of the Federal 
Securities Law an intensive study has 
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been made of it from every angle by 
potential issuers of securities, under- 
writers and their counsel. It is the con- 
sensus of those who have made this study 
that modifications must be made if sound 
securities are to be issued and sold to 
the public. 

“Every depression we have ever ex’ 
perienced was followed by a demand 
for long term credit as capital invest- 


ments to start the wheels of industry 
turning. We have now reached that 
point in this depression. This economic 
demand is great and by reason of the 
piling up of maturities, many of them 
more than sound, is becoming greater 
every day. 

“We shall not go far on the road to 
recovery until the means for meeting 
this demand is made available.” 


New Financing, Nine Months of 1933 


by the Commercial and Financial 
Chronicle show that the grand 
total of corporate, foreign government, 
farm loan and municipal financing for 
the nine months ended September 30, 
1933, was $826,259,637, compared with 
$1,369,338,000 for the corresponding 
period of 1932. Going back to the same 
period for 1929, the aggregate was 
$9,762,785,007. 
Commenting on the small amount of 
new financing in September of the pres- 
ent year, the Chronicle says: 


Pvt: compiled and_ published 


As previously explained, the new Se- 
curities Act has 


rendered corporate 
financing virtually out of the question, 
while municipal financing remains 


under more or less discredit owing to 
the financial embarrassment under which 
so many of the municipalities of the 
country are laboring. Financing by the 
United States Government continues 
unabated, and in a large measure these 
United States issues are pre-empting the 
field formerly occupied by new security 
issues of the ordinary kind. 


Treasury Calls Part of Liberty Bonds 


N October 11 the Secretary of 
tj the Treasury announced that 
approximately one-third of the 
outstanding Fourth Liberty Loan 41/4, 
per cent. bonds of 1933-38 are called 
for redemption on April 15, 1934. At 
the same time, it was announced that 
an issue of ten-twelve-year Treasury 
bonds, dated October 15, 1933, and 
bearing interest at the rate of 41/, per 
cent. per annum from that date to 
October 15, 1934, and thereafter at the 
rate of 31/4, per cent. per annum, will be 
offered for subscription on October 16 
and for a few days thereafter. 

The new bonds will be offered in ex- 
change at par for any bonds of the 
Fourth 41/, Liberty Loan, whether called 
or uncalled, and in the approximate 
amount of $500,000,000 for cash at 
10114. The price for bonds allotted on 
cash subscription includes accrued in- 
terest from October 15 to November 1, 


1933, the date on which payments on 
such subscriptions will be due. 

The Fourth Liberty Loan 41/4, per 
cent. bonds were originally issued in the 
amount of about $6,965,000,000, and 
were dated October 24, 1918. Since 
that time about $696,000,000 of these 
bonds have been retired, leaving about 
$6,268,000,000 outstanding. 

The present call provides for the re- 
demption on April 15, 1934, of bonds 
of this issue bearing serial numbers end- 
ing with the digit 9, 0 or 1, and in the 
case of permanent coupon bonds also 
preceded by the Ictter J, K or A, re- 
spectively. The bonds called for re- 
demption aggregate about $1,900,000,- 
000. 

The current offering affords to the 
present holders of Fourth 41/,s, which 
must be retired on or before October 15, 
1938, an opportunity to exchange their 
bonds for a new long term issue, call- 
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able in 1943 and maturing in 1945, 
which will bear the same rate of interest 
as the bonds they now hold until Oc- 
tober 15, 1934, and a rate of 314 per 
cent. thereafter. 


It has been pointed out in connection 
with this refunding offer that the Govw- 
ernment is not taking advantage of a 
recent law which permits the redemp- 
tion of its bonds in greenbacks. 


Protection for English Investors in American Securities 


ORD comes from London that 
an advisory and protective com- 
mittee has been formed there, 


whose object is the protection of Eng- 
lish investors in American securities. 


This step was considered necessary in 
view of the departure from the gold 
standard by the United States, and other 
developments thought likely to affect the 
character of investments in America. 


WHY BANKS FAIL 


THIRTY-TWO causes which he believes are re- 
sponsible for practically all bank failures 
have been named by A. J. Stillwell, vice- 
president of the Continental-Illinois National 
Bank & Trust Company. After a careful 
analysis, Mr. Stillwell lists these reasons as 
follows: 


1. Expenses in excess of earnings. 

2. Deposits gradually decreasing. 

3. Too many banks in the territory. 

4. Insufficient volume. 

5. Accounts that do not pay. 

6. Incompetent, dishonest or easy going 
management. 

7. Carelessness in keeping bank records. 

8. Other real estate. 


9. Second mortgages. 
10. Non-liquid and frozen assets. 
11. Affiliated and excessive loans. 

_12. Excessive loans to officers, directors, their 
relatives and to corporations in which 
they are interested. 

13. Heavy borrowings by officers and di- 
rectors on their bank stock, etc. 


14. Exchange of paper between afhliated 
banks. 

15. Outside loans. 

16. Stockholders’ holding company notes 


given to remove real estate, or in con- 
solidating or reorganizing. 

17. Capital loans. 

18. Loans depending on endorsers. 

19. Policy loans. 

20. Neglecting chattel mortgages. 

21. Adding interest to principal of notes. 

22. Lack of diversification in investments. 

23. Too many long time and second rate 
bonds. 

24. Granting credit too freely, and without 
complete credit information. 

5. Excessive bills payable. 

6. Excessive investment in banking houses, 
furniture and fixtures. 

27. Contingent liabilities. 

28. Large public or other temporary deposits. 

29. Unwarranted dividends. 

30. Losses still carried as assets. 

31. Unprofessional use of gifts, etc., to ob- 
tain business. 

32. Irregular meetings of directors. 
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FEDERAL BANKING LAWS 


Edited by JOHN EDSON BRADY 
Complete Text of the National Bank Act, the Federal Reserve 


Act and Other Federal Banking Statutes, 
as Amended to Date 


Including the Banking Act of 1933 
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We have just published the 1933 edition of Federal Banking Laws. 
It contains, in one compact volume, all of the statutes of the United 
States, which regulate the transactions of National Banks, State Bank 
Members of the Federal Reserve System and State Banks which may 
later join the system. 





Part I contains all of the provisions of the National Bank 
Act, the Federal Reserve Act and other Federal Banking Stat- 
utes, as amended to the date of the enactment of the Banking 
Act of 1933. (June 16, 1933.) 





Part II contains the full text of the Banking Act of 1933. 
This important statute makes many far-reaching changes in the 
Federal laws which apply to banks with reference to deposit 
insurance, stockholders’ liability, interest on deposits, branch 
banking, relations with affiliates, State Bank membership, etc. 


Cross references and explanatory footnotes indicate the new changes 
in the law and make it possible to locate quickly the provisions bearing 
on any particular subject. These are essential time savers. 


The complete indexes are a most important feature. Each part is 
given a separate and full index. They facilitate the use of the book 
as a work for quick reference. 


The book contains what its title implies—all of the Federal Statutes 
which affect National Banks and State Banks which are, or may be- 





come, members of the Federa] Reserve System. 


The book contains 350 pages and is durably bound in cloth. Price, 
$3.50 per copy. 
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BANKING and COMMERCIAL LAW 


A MONTHLY REVIEW OF IMPORTANT DECISIONS OF INTEREST 


DELAY BY RECEIVER IN PRE: 
SENTING CHECK FOR 
PAYMENT 


Futrall v. Bowen, Supreme Court of 
Arkansas, 59 S. W. Rep. 588 


\X 7 HERE the holder of a check 
delays for more than two weeks 
in presenting the check for 

payment and the bank on which the 
check is drawn fails in the meantime, 
the holder will not be allowed to enforce 
the check against the drawer. The law 
requires that a check be presented for 
payment promptly; if it is not so pre- 
sented and the drawee bank closes be- 
fore presentment is made, the drawer 
will be discharged from liability on the 
check to the extent of the loss caused by 
the delay. 

The plaintiff in this case was the re- 
ceiver of a bank which held a note 
signed by the defendant. Prior to the 
maturity of the note the plaintiff sent 
the defendant a notice of the due date 
and the amount due. The defendant 
drew his check on another bank for the 
amount and sent it along. Later the 
plaintiff discovered that a mistake had 
been made in computing the interest 
and that an additional ten dollars was 
due. He wrote to the defendant asking 
for the ten dollars and put the check 
aside to await the reply. The defendant 
testified that he had no recollection of 
having received the letter and that he 
assumed that his note had been paid in 
regular course. About two weeks later 
the bank on which the check was drawn 
failed. In these circumstances it was 
held that the defendant had been dis- 
charged from liability on the check and 
that the plaintiff receiver could not re- 
cover. 

Suit by E. B. Futrall, 


receiver, 


against Robert Bowen and others. Judg- 
ment for defendants, and plaintiff ap- 
peals. 

Affirmed. 





TO BANK EXECUTIVES 


Harry T. Wooldridge, of Pine Bluff, 
for appellant. 

Coleman & Gantt, of Pine Bluff, for 
appellees. 


OPINION OF THE COURT 


SMITH, J.—Robert Bowen, who is a 
farmer and operates a gin at Altheimer, 
purchased a Ford car from F. G. Smart 
Motor Company, of Pine Bluff, and 
executed a note for $270, with interest 
at 8 per cent., covering the amount of 
purchase money unpaid in cash. The 
note was transferred by the motor com- 
pany to the National Bank of Arkansas 
in Pine Bluff, which later became insol- 
vent and was placed in the hands of a 
receiver, who sent Bowen a notice just 
before the maturity of the note that 
there would be due $279.95 for princi- 
pal and interest on November 1, 1930, 
the maturity date. Immediately upon 
receipt of this notice, Bowen drew a 
check on the Bank of Altheimer, at Al- 
theimer, for the amount stated in the 
notice, and made notation on the check 
reading: “Bal. note Ford auto.” Bowen 
sent this check, not to the bank holding 
the note, but to the motor company, and 
Miss Boston, its cashier, presented the 
check to the bank in payment of the 
note which Bowen had made and the 
motor company had indorsed. The 
check was presented to Frank Boone, 
who was the receiver’s assistant. Boone 
discovered that the check had not been 
drawn for a sufficient amount, and so 
advised Miss Boston. His testimony as 
to the circumstances under which the 
check was delivered was as follows: “A. 
Miss Boston, as I said before, brought 
the check up there and I told her it was 
lacking $10 being enough to pay the 
note and that I would have to have the 
additional $10. That I couldn’t use the 
check because it was marked to indicate 
that it was payment in full of the note. 
At that time I told her, I asked her if she 


551 





THE BANKERS MAGAZINE 


rather, or if she wanted me to write 
to Mr. Bowen or if she would, and as 
I remember she said she would get an- 
other $10 and bring it to me. Relying 
on that I just put the check away and 
waited for the $10 and forgot all about 
it to tell the truth.” 

Thereafter Miss Boston dictated a 
letter dated November 3, 1930, reading 
as follows: 

“We are in receipt of your check in 
the amount of $279.95 to cover note due 
November Ist amounting to $270 and 
$9.95 to apply on the interest. 

“The bank advised us this morning 
that they made a mistake of $10 in fig- 
uring the interest on this note, as it 
should have been $19.95 instead of 
$9.95. 

“Please let us have your check for 
$10 by return mail and we will forward 
you your cancelled note.” 

Miss Boston had quit the service of 
the motor company and was residing in 
Texas at the time of the trial and did 
not testify, but Miss Cox, who was em- 
ployed as a stenographer by the motor 
company, testified that the letter was 
dictated by Miss Boston to her, and by 
her typewritten, and that she mailed the 
letter to Bowen. 

The $10 was never paid, and the bank 
made no attempt to cash the check, but 
retained possession of it, and on Novem- 
ber 17, 1930, the bank upon which it 
was drawn failed to open its doors. 

Bowen testified that he received the 
notice during the ginning season, and 
that he was employed about his gin from 
4 a. m. until late at night, and that he 
stopped work upon receipt of the no- 
tice only long enough to write a check, 
which he pinned to the notice and mailed 
both to the motor company without 
writing a letter. He did not know any 
mistake had been made in calculating 
the interest. At no time for two months 
prior to the closing of the bank on which 
the check was drawn was his deposit 
less than $940 and the check would have 
been paid upon demand. This bank re- 
mained open through Saturday, Novem- 
ber 15, but failed to open on Monday, 
November 17. When asked if he had 


any recollection of having received the 
letter set out above from the motor com- 
pany, Bowen answered, “No, sir, not 
that I know of.” And when asked, 
“Are you prepared to say that you did 
not receive the letter,” answered, “No, 
sir, I wouldn’t say positively I did not. 
I don’t know anything about it.” Wit- 
ness assumed that his note had been 
paid, and he did not have any notice 
from the receiver of the National Bank 
of Arkansas that there was any balance 
due on the note, and he testified further 
that “I never dreamed that the check 
had not gone through until the Bank of 
Altheimer closed” and a representative 
of the National Bank had been to see 
him about paying the note. 

It was shown that Bowen had on de- 
posit in the Bank of Altheimer at the 
time it closed its doors the sum of 
$1234.33, but it was shown also that 
he was indebted to that bank in the sum 
of $6000, evidenced by two notes for 
$3000 each, and this deposit was cred- 
ited upon one of the notes when the 
bank closed. Bowen testified that he 
had negotiated a settlement of his liabil- 
ity to the Altheimer bank, which was 
unaffected by the unpaid check, this 
settlement resulting from the conclusion 
of the liquidating agent for the Al- 
theimer bank that it was more advan- 
tageous to the bank than a suit would 
be, which would force Bowen into bank- 
ruptcy, and that he was, therefore, dam- 
aged to the extent of the face of the 
check. 

It was the opinion of the trial court, 
in which a majority of this court con- 
curs, that the receiver of the National 
Bank should have collected the check in 
due course, and that had any diligence 
been employed in this respect the check 
would have been paid before the bank 
upon which it was drawn had closed its 
doors. 

It is provided by section 7952, Craw- 
ford & Moses’ Digest, that “a check 
must be presented for payment within 
a reasonable time after its issue or the 
drawer will be discharged from liability 
thereon to the extent of the loss caused 
by the delay.” 












We had occasion to consider, in the 
recent case of Federal Land Bank of St. 
Louis v. Goodman, 173 Ark. 489, 292 
S. W. 659, the question what was a 
reasonable time for presentation of a 
check for payment, and upon tne au- 
thority of that case, and under the rule 
there announced, the check in the in- 
stant case was held for more than a 
reasonable time; indeed, it was never 
presented, and the delay resulted in the 
failure to collect it and thereby to pay 
the note in satisfaction of which it had 
been drawn. 

The majority are of the opinion that 
the court below, sitting, by consent, as 
a jury, was warranted in drawing the 
inference from the testimony in the case 
that there was no direction to the Na- 
tional Bank, given either by the motor 
company and certainly not by Bowen, to 
hold the check until the additional $10 
had been paid, and that the bank should 
have collected the check in the usual 
course, and that the neglect of its re- 
ceiver had resulted in the failure to 
make the collection which should have 
been made. 

The writer and Mr. Justice Mc- 
Haney do not concur in that view. 

The judgment of the court below 
must therefore be afirmed, and it is so 
ordered. 


LIABILITY OF BANK FOR 
OFFICER’S SLANDER 


Oates v. Wachovia Bank & Trust Co., 
Supreme Court of North Carolina, 
169 S. E. Rep. 869 


A bank, like any corporation, may be 
held liable in damages for a slander 
uttered by an officer or agent where the 
slanderous words are spoken by the 
officer or agent in the scope of his em- 
ployment and in the course of transact- 
‘ing the business of the bank. 

In this case, an attorney brought suit 
against the defendant bank to recover 
damages for slander, alleging that the 
assistant trust officer and secretary of 
the bank declared, in the presence of 
other persons, that the plaintiff's “check 
is no good.” The judge, before whom 
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the case was tried, dismissed the case at 
the close of the plaintiff's evidence and 
the plaintiff appealed. 

Upon the appeal, it was held that 
there was sufficient evidence to raise a 
question for the jury to decide. The 
judgment was accordingly reversed. The 
case was sent back for a new trial. 


THE FACTS 


The record discloses that on April 2, 
1931, the plaintiff, a licensed attorney, 
who lives in Hendersonville, gave to O. 
V. Powers, chief of police of that city, 
a check for $200 drawn upon the Com- 
mercial National Bank of Charlotte, 
N. C., made payable to the order of 
“cash,” and requested, at the time, that 
the check be not cleared through a Hen- 
dersonville bank. 

A short time thereafter the chief of 
police was in Asheville, and, knowing 
that the Wachovia Bank & Trust Com- 
pany had, in the past, looked after the 
plaintiff's business in Hendersonville, 
presented said check to the teller and 
asked that it be cashed. At first the 
teller started to cash the check, but, be- 
for doing so, went back to the desk 
where C. N. Walker, assistant trust 
ofhcer and assistant secretary of the cor- 
porate defendant, was sitting, and, after 
conversing with him, called the chief of 
police over to Walker's desk. 

Walker said to Powers in a rough 
tone of voice and loud enough to be 
heard by employes and customers of the 
bank present in the lobby, “You know 
William Oates’ check is no good.” Pow- 
ers replied that the check had been 
given to him at the instance of Mrs. 
Oates, and for reasons satisfactory to 
himself he knew it was good. Walker 
replied, “Well, all they have is what 
they get from the old lady,” or “beat the 
old lady out of.” Powers, continuing, 
testified: “It seemed that he was mad at 
Mr. Oates; did not have any use for him 
and said it as hateful as he could. He 
spoke as if he knew the check was no 
good. His manner was not at all pleas- 
ant.” 

Powers took the check from Walker’s 
hand with the statement, “I will get it 
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cashed somewhere else.” He stopped at 
Fletcher on his way home and had the 
check cashed by the bank there. It was 
duly paid by the drawee bank upon 
presentation, and was good at the time 
of its execution and delivery. 

It was further in evidence that plain- 
tiff's mother had executed a living trust 
with the corporate defendant, and had 
sought, on one or two occasions, to 
modify it for the benefit of the plain- 
tiff, but the corporate defendant had 
declined to consent to such modification, 
and the said C. N. Walker was familiar 
with said trust agreement and acquainted 
with the affairs of said trust estate. 

It is alleged that the animus of the 
defendants arises from a desire to de- 
prive the plaintiff of certain rights 
under this trust agreement. 


OPINION OF THE COURT 
STACY, C. J—Are the words, “You 


know William Oates’ check is no good; 
all they have is what they get from the 
old lady, or beat the old lady out of,” 
viewed in the light of the circumstances 
under which they were spoken, fairly 
susceptible of the meaning, within the 
understanding of those to whom they 
were addressed or published, that the 
speaker meant to charge, and, by fair 
intendment, did charge, the maker with 
having uttered a worthless check? We 
think so. Castelloe v. Phelps, 198 N. 
C. 454, 152 S. E. 163. 

It is a misdemeanor for any person 
knowingly to utter a worthless check in 
this state. Chapter 62, Public Laws 
1927: State v. Yarboro, 194 N. C. 498, 
140 S. E. 216. And such act involves 
moral turpitude if done with intent to 
defraud. C. S. §§4283 and 4173; 
State v. Yarboro, supra; Jones v. Brink- 
ley, 174 N. C. 23, 93 S. E. 372; Gudger 
v. Penland, 108 N. C. 593, 13 S. E. 
168, 23 Am. St. Rep. 73; Barnett v. 
Phelps, 97 Or. 242, 191 P. 502, 11 A. 
L. R. 663; 17 R. C. L. 265, et seq. 

Even so, the defendants contend that 
the charge of uttering a worthless check 
is actionable per quod and not per se, 
(words. defamatory in the light of at- 
tending circumstances but no standing 
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by themselves alone). ‘Deese v. Collins, 
191 N. C. 749, 133 S. E. 92; Payne v. 
Thomas, 176 N. C. 401, 97 S. E. 212; 
Gudger v. Penland, supra; McKee v. 
Wilson, 87 N. C. 300; Pegram v. Stoltz, 
76 N. C. 349; Hurley v. Lovett, 199 
N. C. 793, 155 S. E. 875; Pollard v. 
Lyon, 91 U. S. 225, 23 L. Ed. 308; 
note, 12 Am. Dec. 39 et seq.; 17 R. C. 
L. 264. The difference between the 
two is that, if actionable per se, malice 
and damage are conclusively presumed, 
but if actionable only per quod, both 
malice and special damages must be al- 
leged and proved. Walker v. Tucker, 
220 Ky. 363, 295 S. W. 138, 53 A. L. 
R. 547. 

However this may be, the plaintiff 
says there is evidence of falsity, malice 
and special damages on the present rec- 
ord sufficient to overcome the demurrer. 
Deese v. Collins, supra; Newberry v. 
Willis, 195 N. C. 302, 142 S. E. 10; 
Pentuff v. Park, 194 N. C. 146, 138 
S. E. 616; 53 A. L. R. 626; Elmore v. 
R. R., 189 N. C. 658, 127 S. E. 710; 
Pollard v. Lyon, supra. The defend- 
ants contend otherwise. 

The decisions are to the effect that a 
publication claimed to be defamatory 
should be considered in the sense in 
which those to whom it was addressed, 
or who heard it, would ordinarily under- 
stand it. When thus considered, if its 
meaning be such as to bear but one in- 
terpretation, it is for the court to say 
whether that significance is defamatory. 
On the other hand, if it be capable of 
two meanings, one actionable and the 
other not, it is for the jury to determine 
which of the two was intended and so 
understood by those to whom it was ad- 
dressed or by whom it was heard. Wash- 
ington Post Co. v. Chaloner, 250 U. S. 
290, 39 S. Ct. 448, 63 L. Ed. 987; Com- 
mercial Publishing Co. v. Smith (C. C. 
A.) 149 F. 704. The circumstances of 
the publication are to be considered. 
Riddell v. Thayer, 127 Mass. 487. And 
the hearers’ knowledge of facts which 
would influence their understanding of 
the words used is also pertinent. Sydney 
v. Pub. Corp., 242 N. Y. 208, 151 N. 
E. 209, 44 A. L. R. 1419. Indeed, it 
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has been held in this jurisdiction (as 
stated in second headnote, Webster v. 
Sharpe, 116 N. C. 466, 21 S. E. 912) 
that words spoken to a person or in his 
presence, which, taken in connection 
with the whole conversation, amount to 
a charge of a crime (store breaking), to 
the reasonable apprehension of the per- 
sons hearing them, are slanderous and 
defamatory, although they do not, in 
terms, charge the crime. See, also, 17 
R. C. L. 266. 

The case is one for the jury. 17 
R. C. L. 307. 


Reversed. 


PERSONAL LIABILITY OF DIREC- 
TOR WHERE BANK RECEIVES 
DEPOSITS WHEN 
INSOLVENT 


Pirott v. Heinen, Supreme Court of 
Kansas, 19 Pac. Rep. (2d) 723 


Under a Kansas statute, Rev. Stat., 
9-163, 164, an officer or director of a 
bank who assents to the receipt of de- 
posits after he knows that the bank is 
insolvent, or who neglects to discharge 
his duty of examining into the affairs of 
the bank, is personally liable for deposits 
so received. 

In this case, the defendant, a director 
in the Cawker City Bank, personally ac- 
cepted the plaintiffs’ deposit three weeks 
before the bank was declared insolvent. 
The bank’s insolvency was caused by the 
dishonesty of the cashier, who for sev- 
eral years had been taking money on 
forged notes and covering these illegal 
transactions by clever manipulations of 
the adding machine and ledger account. 

Upon the trial a judgment was ren- 


New York City 


dered in favor of the plaintiffs. This 
was reversed on appeal and a new trial 
was granted, principally because the 
trial court instructed the jury that a 
director is conclusively presumed to 
know the condition of the bank at all 
times while he is in office. 

The statute, under which the action 
was brought, reads as follows: 

It shall be unlawful for any president, 
director, manager, cashier, or other ofh- 
cer of any banking institution, to assent 
to the reception of deposits or the crea- 
tion of debts by such banking institu- 
tion, after he shall have had knowledge 
of the fact that it is insolvent or in fail- 
ing circumstances; and it is hereby made 
the duty of every such officer, agent or 
manager of such banking institution to 
examine into the affairs of the same, 
and, if possible, know its condition. 
And upon failure of any such person to 
discharge such duty, he shall, for the 
purpose of this act, be held to have had 
such knowledge of the insolvency of 
such bank, or that it was in failing cir- 
cumstances. Every person violating the 
provisions of this section shall be indi- 
vidually responsible for such deposits so 
received, and all such debts so con- 
tracted: Provided, Any director- who 
may have paid more than his share of 
the liabilities mentioned in this section 
may have the proper remedy at law 
against such other persons as shall not 
have paid their full share of such liabili- 
ties. R. S. 9—163. 

In all suits brought for the recovery 
of the amount of any deposits 
the fact that such banking institution 
was so insolvent or in failing circum- 
stances at the time of the reception of 
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the deposit charged to have been so re- 
ceived, shall be prima facie 
evidence of such knowledge and assent 
to such deposit or creation of such debt 
on the part of such officer, agent or man- 
ager so charged therewith. (R. S. 9— 
164.) 


OPINION OF THE COURT (IN PART) 


This was an action founded on the 
statutory liability of a bank director who 
assented to the receipt of a deposit when 
the bank was insolvent or in failing cir- 
cumstances. 

In brief the facts were these: Plain- 
tiffs owned a farm near Cawker City. 
They authorized defendant, Heinen, to 
sell it for them. He did so, and de- 
posited the net proceeds first in a Beloit 
bank and later in the Commercial Na- 
tional Bank of Cawker City, which was 
then insolvent and passed into receiver- 
ship about three weeks later. 

Defendant was and for many years 
had been a director of the Cawker City 
bank. Until three years prior to the 
bank failure defendant had resided in 
Cawker City. Then he moved to Beloit, 
since which time he seldom attended the 
quarterly meetings of the board of direc- 
tors, but he frequently made more or 
less thorough examinations of the bank 
independently. 

The infirmities which ruined the bank 
were mainly two: For several years the 
cashier, Fred J. Buist, had been forging 
notes of the bank’s customers. So 
cleverly did he do this that only by 
using a slightly different form of promis- 
sory note from the one in common use 
could he tell which were the forgeries. 
Of these spurious notes some $53,593.12 
were carried in the bank as part of its 
assets. On the other hand, by removing 
some of the loose-leaf depositors’ ledger 
accounts and deceitful manipulation of 
the adding machine, Buist had long con- 
cealed from the board of directors, and 
from this defendant, the true status of 
the total deposits. The bank had 
$41,000 of deposits in excess of what 
the bank’s accounts submitted to the 
bank examiner showed them to be. De- 
fendant and the other directors accepted 


as correct the adding machine totals, 
without discovering that the machine 
had been systematically manipulated to 
register a total of deposits so grossly at 
variance with the correct amount. 

The cashier, whose cunning in these 
respects eventually landed him in the 
penitentiary, was brought back to 


Mitchell County to give testimony in 
this action: 

“T never told him [defendant} any of 
the notes in the note case were forged. 


“I removed sheets from the ledger 
showing deposits but never told the de- 
fendant or any of the directors about 
it. . . . These sheets were not out 
all the time. They were not there when 
the bank was examined. ae 
depositors’ sheets are arranged in alpha- 
betical order. These sheets were re- 
moved and laid in front of the ledger 
tray, not in with the index sheets. The 
bank examiner never found them until 
I showed them to him at the last exami- 
nation. That was the day the bank was 
closed. 

“T had these individual depositors’ ac- 
counts hidden out or part of them for 
four or five years. They were not al- 
ways the same sheets as the sheets were 
changed. 

“The way I forged notes into the 
assets was if I removed some other notes 
from the assets in place of it, I replaced 
it with the forged note. . . One 
could not tell by looking at the bank 
that there was something wrong about 
it, not the way I handled it. 

No one could determine whether I paid 
it out on that or out on checks to some 
one else. No one could tell how much 
specific cash was used. I left 
them in when the directors were in. 
They could have found them all right. 
There wasn’t anything to be said about 
it. . . . If the directors had looked 
at it and counted it up they would have 
found it but I would not class them as 
experts. An_ individual depositors’ 
ledger ordinarily consists of anywhere 
from 500 to 1500 sheets according to 
the size of the bank. They took my 
adding machine lists; they didn’t take 
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They didn’t add it 
The defendant never tried 


my word for it. 
themselves. 
to add it up. F 

“The adding machine lists submitted 
to the directors would check against the 
depositors’ ledger. There was 
submitted to the directors an adding 
machine list showing the total of all 
those accounts. 

« You understand the manip- 
ulation was in the adding machine. 
: It was an add and subtract ma- 
chine, I just subtracted enough to make 
it balance without printing. 

“The directors never ran the figures 
themselves. They took the adding ma- 
chine lists. They didn’t detect 
what I had done in the figures. It 
wasn’t on the sheet.” 

There was testimony tending to show 
that defendant visited the bank quite 
frequently, every week or oftener; and 
that he examined some of its affairs 
rather thoroughly, particularly the note 
case, and concerned himself about the 
low reserves of the bank. He testified: 

ye . . mever suspected any of 
[the notes] had been forged. . . . I 
never suspected until the bank was 
closed that there were or ever had been 
forged notes in the bank. : 

“I did not know the date on which 
regular quarterly meetings were to be 
held. I made complaints to 
Buist for his not notifying me of the 
day when the meetings were to be 
wed. . 

“I don’t think I attended any quar- 
terly meetings in the year 1928, and 
only one in 1929. I didn’t attend the 
only meeting in 1930 as I was under a 
doctor’s care. I was over there some- 
time after the October meeting.” 


Touching the concealed shortage in 
the amount of deposits, defendant testi- 


fied: 


“The notes were not the only things 
I looked at. I looked over the ledger 
there and saw whether there was any 
reserve. I did not add up the amount 
of notes, nor the amount of deposits. I 
have never added any of them. I took 
the ledger sheet for it but did not add 
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it. I never personally added them at 
any time. 
- I tried to ascertain how 
much the deposits were in the bank, 
took the total going down the list, got 
an exact total. I took what Buist had 
added up as the deposits but did not add 
them up myself. 

P In addition to other things 
at these times I took this daily transac- 
tion record, which showed the amount 
of loans and discounts, the capital, sur- 
plus, undivided profits, and the amount 
of individual deposits, and time cer- 
tificates. I looked through that book to 
find out what that was. I had no suspi- 
cion that the amounts were not correct.” 


A STATUTE EXTENDING TIME 
FOR FILING CLAIMS VOID 


Wasson, Bank Com’r. v. State ex rel. 
Jackson, Supreme Court of Arkansas, 
60 So. W. Rep. (2d) 1020 


A statute which extends the time 
for filing claims against an insolvent 
bank after the time for filing claims 
has expired under the existing law is 
void. 

Proceeding by the State, on the rela- 
tion of one Jackson, to the use of 
Sevier County, against Marion Wasson, 
Bank Commissioner. From an_ order 
requiring Bank Commissioner to pay 
county an unpaid balance on a judg- 
ment previously recovered, the Bank 
Commissioner appeals. 

Affirmed. 

OPINION OF THE COURT 

HUMPHREYS, J.—This is an appeal 
from a final order or judgment of the 
chancery court of Pulaski County, re- 
quiring appellant state bank commis- 
sioner to pay appellee Sevier County 
an unpaid balance due it of $16,268.39 
on a judgment it recovered against 
appellant for $33,649.69 as a preferred 
claim on June 21, 1932, which was 
afirmed on appeal by this court on 
December 5, 1932. Taylor v. State, 
55 S. W. (2d) 83. 

At the time of the rendition of said 
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judgment and the affirmance thereof, 
all claims which might have been filed 
in the insolvency proceeding against the 
American Exchange Trust Company, 
the assets of which were being admin- 
istered by appellant bank commissioner, 
had been filed and most of them allowed 
as general or preferred claims. 

When the American Exchange Trust 
Company closed its doors, there was 
sufficient cash in the bank which was 
received by appellant to pay all pre- 
ferred claims, including appellee’s claim. 
The time for filing claims against said 
bank had then expired under the pro- 
visions of section 54, Act No. 113, p. 
491, of the Acts of 1913, as amended 
by section 5, Act No. 627, p. 520, of 
the Acts of 1923, which is as follows: 
“No claims shall be allowed unless 
proof thereof has been presented to the 
commissioner within one year from date 
on which commissioner takes over the 
assets of the liquidated bank.” 

The only defense interposed to the 
payment of the balance due Sevier 
County on its preferred judgment claim 
is Act No. 277 of the Acts of 1933, 
which, omitting formal parts, is as fol- 
lows: 

“Section 1. In all cases where banks 
in the State of Arkansas are being liqui- 
dated by the Bank Commissioner and 
the one year given by Section 54 of 
Act 133 of the Act of 1913, as 
amended by Act 627 of the Act of 
1923, for presenting claims to the com- 
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missioner has expired, the time for’ 
filing claims with said Commissioner is 
hereby extended to all persons having 
claims of any character until July 1, 
1933, unless the liquidation of such 
banks should be closed before said 
date; provided that no claims can be 
presented after the liquidation of such 
bank is closed. 

gee iy 


The purpose of this act was to revive 
and validate claims which had been 
barred for failure to file same within 
the time required by law. This purpose 
and intent rendered the act void. The 
general rule of law applicable is well 
stated in 6 R. C. L., as follows: “In 
most jurisdictions it is held that after 
a cause of action has become barred by 
the statute of limitations, the defendant 
has a vested right to rely on that stat- 
ute as a defense, and neither a constitu- 
tional convention nor the Legislature 
has power to divest that right and 
revive the cause of action. Where title 
to property has vested under a statute 
of limitation, it is not possible by an 
enactment to extend or revive the 
remedy since this would impair a vested 
right in the property.” 6 R. C. L. 
p. 309. 

The rule announced above was ap- 
proved by this court in Rhodes v. 
Cannon, 112 Ark. 6, 164 S. W. 752. 

No error appearing, the decree is 
afirmed. 


FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


not lacking in present world con- 

ditions, chief among which may be 
mentioned the steady recovery taking 
place in Great Britain. Not only is un- 
employment diminishing, but a gradual 
revival of foreign trade and of domestic 
industry is taking place, while the Brit- 
ish financial position continues to dis- 
play exceptional strength. The impor- 
tant relations borne by this quarter of 
the earth to the world in general war- 
rant the hope that the recovery taking 
place there may constitute a nucleus of 
improvement around which other na- 
tions may gradually rally. Nor is the 
more encouraging outlook confined to 
the British Isles, for other countries, on 
the European continent and elsewhere, 
are slowly emerging from the economic 
clouds in which they have been so long 
enveloped. It may be said that the 
world is definitely on the mend; even in 
the United States of America, where 
considerable confusion still exists, signs 
of progress are not lacking. 

Against this favorable picture are 
some shadows. Russia and Japan have 
been biting their thumbs at each other, 
and threats of a severance of diplomatic 
relations and even of war between the 
two countries have been heard in recent 
weeks. Germany’s relations with some 
of the neighboring countries continue a 
source of concern, although the tension 
of this situation seems to be slowly re- 
laxing. Private advices from the coun- 
try mentioned indicate that the German 
situation, like the premature account of 
Mark Twain's death, has been greatly 
exaggerated, which is nearly always the 
case when any startling event happens 
‘anywhere in the world. 


Fy ee tacking in indications are 


GREAT BRITAIN 


Returns of foreign trade are showing 
a more favorable situation, greatly re- 
ducing the “unfavorable” balance which 


for some time has been a matter of seri- 
ous concern. Trade and industry gen- 
erally continue to show progress, and 
the check clearings of the banks are in- 
creasing. The securities market remains 
strong. On October 12 the gold hold- 
ings of the Bank of England aggregated 
£191,768,643, or 47.73 per cent. of 
liabilities. On the corresponding date 
last year the gold holdings were £140,- 
396,073. 

The Midland Bank Monthly Review 
(August-September) views the situation 
as follows: 

At long last our charts give evidence 
of substantial and sustained improve- 
ment in business, confirming the accu- 
mulating data supplied in our reports 
from business centers. The curve of 
employment shows an encouraging rise, 
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the check in July being attributed to 
seasonal forces, which usually bring 
about a perceptible relapse in the sum- 
mer months. The volume of industrial 
production is at a higher level than a 
year or two years ago, and is spread 
over a wide range of industries. Coun- 
try and provincial bank clearings reveal 
a distinct upward trend. Export trade 
shows a disappointing failure to record 
or maintain expansion, but the import 
curves are more satisfactory, for it will 
be observed that, whereas imports of 
raw materials are larger than a year or 
two years ago, the total volume of im- 
ports is but little more than in 1932 and 
far less than in 1931. The indications 
are, then, that the home market has un- 
dergone considerable expansion, while 
overseas business is no more than hold- 
ing its own. Nevertheless, the better 
general conditions reported from many 
countries, if they should prove to be 
firmly grounded, hold out a prospect of 
readier interchange of goods in the fu- 
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ture. The widespread improvement in 
internal trade both here and elsewhere 
is to be associated with the distinct up- 
ward movement in commodity values. 

According to Lloyds Bank, Limited, 
Monthly Review (September) : 

On the whole we appear to have 
made some progress during the past 
twelve months. Coal production is frac- 
tionally better, even though our export 
trade remains below the level of previ- 
ous years. Iron and steel production 
has definitely improved, mainly because 
stocks of foreign material have become 
exhausted, while fresh imports have 
largely ceased, owing to the deprecia- 
tion of the pound and the tariff. Elec- 
tricity consumption shows a pronounced 
improvement over previous years. The 
decline in railway traffic receipts is 
much less than it was a year ago, but 
the existence of road transport competi- 
tion makes it difficult to deduce much 
from these figures. Postal traffic receipts 
and the returns of retail trade point to 
the maintenance of, if not to some ac- 
tual progress in, general business activ- 
ity, while the year’s expansion in metro- 
politan and country bank clearings is 
equally indicative of an improvement. 
Provincial bank clearings are relatively 
disappointing, but even here there is 
some improvement over two years ago. 

The unemployment statistics are nat- 
urally variable in character, but on bal- 
ance there has been a definite decrease 
in unemployment. Some allowance must 
be made, however, for the numbers of 
unemployed struck off the live register 
during the past twelve months. 

The Westminster Bank Review (Sep- 
tember) says: 

In view of the fact that August is the 
principal holiday period of the year, the 
trade returns for that month are very 
encouraging, for, instead of the setback 
that might have been expected, they re: 
veal a further expansion in our overseas 
trade. Both imports and exports, in: 
deed, were higher than in any other 
month this year, with the exception of 
May in the case of imports and March 
in that of exports. 
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During the expired eight months of 
this year, imports amounted to £430,- 
284,826, or £35,663,821 less than in the 
corresponding period of last year, whilst 
exports at £269,953,542 were lower by 
£11,051,637. The visible adverse bal- 
ance of trade has thus been reduced 
from £184,943,468 to £160,331,284. 


FRANCE 


Significant of the future monetary 
policy of France was a remark made by 
Premier Daladier, in an address made 
on October 12: “I am more than ever 
determined to bar inflation or any sort 
of monetary manipulation.” Of late the 
Bank of France has been losing gold, 
the decline in the holdings in a recent 
five-weeks’ period amounting to some 
240,000,000 francs. 

The Paris correspondent of The Stat- 
ist, writing under date of September 
27, gives the following information re- 
garding the budget situation: 

The government as a whole has begun 
consideration of the draft proposals pre- 
sented by the minister in charge for bal- 


ancing the 1934 budget. These propos- 
als have been published, together with 
the reminder that they are purely tenta- 
tive. The task being to find 6,000,000,- 
000 francs, M. Lamoureux suggests that 
half should be raised by taxation and 
half by economies, which include, how- 
ever, recourse to a lottery the proceeds 
of which would cover the pensions paid 
to all ex-combatants of the Great War 
(whether already enjoying pensions or 
not and whatever their financial circum 
stances), and proceeds to be derived 
from various monetary reforms. The 
taxation suggestions include raising the 
levy on petrol and other oils, extension 
of the turnover tax to public utility 
companies, deduction of income tax on 
salaries, if not coupons of state bonds 
at date of payment (following the Brit- 
ish practice), other, however, than 
rentes proper. Among the economies in 
view are a further reduction of salaries 
of employes of the state and a special 
tax on those employed by the railways, 

departments and municipalities. 
While it is premature to discuss these 
suggestions in detail, they are interest- 
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ing as indicating the intention of the 
finance ministry to tackle the problem 
from a number of different angles. As 
outlined above, they could scarce hope 
to pass the Chambers without a long 
struggle and much modification, but 
even before the budget is finally pre- 
sented next month to the finance com- 
mittee of the Chamber they will almost 
certainly suffer radical change. The 
Cabinet itself appears to be deeply di- 
vided in opinion on the proper methods 
of solving the problem. 






























































GERMANY 














The Berlin correspondent of The 
Statist, under date of September 26, 
writes that far-reaching plans are being 
evolved with the object of molding the 
whole national economy into a compos: 
ite body subservient to the interests of 
the state. The fundamental ideas under- 
lying these plans have lately been re- 
vealed by Herr Hitler’s immediate rep- 
resentative, through the medium of the 
Associated German Chambers of Indus- 
try, Trade and Commerce. As the state 
assumes the supreme direction of the 
economy, it is explained, the duty de- 
volves on it to further and protect the 
economy, and a main factor of this task 
is considered to be the determination to 
ensure the enjoyment of full rights to 
the creative leader in industry and com- 
merce. Herr Hitler's Kommissar de- 
clared that it is the intention to encour- 
age the idea of sound private property, 
and, as a consequence, to repress the 
irrational extension of state trading, 
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which will be done by gradually hand- 
ing over to private enterprise the mines, 
works and other industrial undertakings 
now being directly administered by the 
state or the communes. Herr Hitler 
promises that, though the ultimate direc- 
tion must remain in his hands, he will 
take no step which concerns the nation’s 
economic interests without having first 
consulted the responsible leaders in 
every branch. New measures will also 
be put into force in order to ensure 
cheap and speedy settlement of disputes 
that have to be brought before the law 
courts, among them being new and im- 
proved methods of legal procedure in 
civil cases. Finally, Herr Hitler warns 
the economic leaders and _ workers 
against relying on the system of courts 
of arbitration, which he declares to be 
unsound, and requires that all disputes 
shall be submitted to and settled by the 
organizations he has established. The 
official promulgation of a so-called “or- 
ganic capital market policy” is an im- 
portant step in the development of this 
great economic scheme. In the first 
place, Dr. Schacht has explained, meas- 
ures must be adopted whereby the tran- 
sition of short term money to the long 
term money market may be effected. 
Germany, he said, has money enough 
to finance the movements of the econ’ 
omy, and, if more were needed, it could 
be supplied by the Reichsbank without 
incurring any danger of inflation. 


ITALY 


The financial year 1932-33 closed 
with a deficit on the accountancy budget 
(receipts collected or accrued, liabilities 
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settled or incurred) provisionally esti- 
mated at 3,938,000,000 lire as against 
a deficit of 4,274,300,000 in 1931-32. 
Well-established precedent shows that 
the audited accounts, presented to Par- 
liament towards the end of the year, 
when complete returns for all items are 
available, have always made a consider- 
able reduction in these provisional fig- 
ures, and this will doubtless again be the 
case. Returns to hand show receipts 


for 1932-33 at 17,965,000,000 against 
an estimated 18,845,000,000 and com- 
pare with 19,033,000,000 actually ob- 


tained in 1931-32. Expenditure, origi- 
nally estimated at 20,060,000,000, rose 
to 21,903,000,000 as against 23,307,- 
000,000 in the previous financial year. 

A satisfactory feature of the situation 
is the marked decline in supplementary 
credits, 2,000,000,000 as compared to 
4,089,000,000 in the previous financial 
year. All indications point to the prob- 
ability that they will be still further re- 
duced in 1933-34, and that expenditure 
for that year will vary but little from 
the estimated 20,614,000,000 lire, for 
the major items which accounted for 
over 1,000,000,000 lire of the additional 
sums required in the financial year just 
closed—198,000,000 for the service of 
treasury bonds, 650,000,000 for the rail- 
way deficit, 60,000,000 for contribu- 
tions to the payment of interest charges 
to special credit institutes and a further 
grant of 150,000,000 to the liquidating 
section of the Industrial Recovery Insti- 
tute—are either non-recurrent or have 
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been duly provided for. The reduction 
to a strict minimum of additional out- 
lays incurred after the estimates have 
been voted is indeed one of the surest 
steps toward that gradual return to a 
balanced budget for which the govern- 
ment is steadily working. 

Turning from the accountancy budget 
to the treasury statement showing re- 
ceipts collected and liabilities discharged, 
it is found that the deficit for 1932-33 
stands at 4,216,600,000 lire as against 
3,011,100,000 at the end of 1931-32. 

In comparing the Italian situation 
with that of other countries, it should 
always be remembered that the budget 
is inclusive of all national expenditure, 
including that incurred for railway, 
postal, telephonic, shipping, and other 
public, semi-official, or subsidized serv- 
ices or organizations. There are no 
supplementary accounts of any kind. 

Unemployment returns as of July 31 
place the number of unemployed at 
824,195 as against 883,621 at the end 
of June and 931,291 at the end of July, 
1932. Of the total number, 649,944 
were men and 174,251 women. 

Unemployment in the building trades 
accounts for the largest number (249,- 
548), followed by agriculture (110,- 
218) the textile and clothing trades 
(115,341) and the metal and engineer- 
ing trades (104,202). 

It should be noted that the classifica- 
tion by industries has been modified 
since last April to make it correspond 
to that of the syndical organization, so 
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the detail figures are not strictly com- 
parable with those for the corresponding 
months of the previous years. 


POLAND 







The Polish government issued on Sep- 
tember 6 an internal 6 per cent. loan of 
120,000,000 gold zlotys ($13,464,000 at 
parity of the dollar), to cover the bud- 
get deficit for the current year. The 
bonds are issuable at 96 per cent., re- 
deemable in a decade or a triennium, at 
the finance minister’s discretion. The 
bonds are free from taxation or attach- 
ment. 

During the first four months of the 
current year, the Polish government re- 
duced budget expenditures by approxi- 
mately 100,000,000 zlotys. The heaviest 
cuts were in national defense, 25,000,- 
000 zlotys; pensions, 7,000,000 zlotys; 
payments to invalids, 12,000,000 zlotys; 
social welfare, 10,000,000 zlotys; and 
public debt, 33,000,000 zlotys. 

Savings deposits in the Polish Postal 
Savings Bank, as well as the number of 
depositors, increased considerably during 
August. Deposits rose by 8,174,939 
zlotys to a total figure of 448,685,871 
zlotys, while the number of depositors 
increased by 28,003, reaching a total of 
1,052,578 at the end of the month. 


NORWAY 


A condensed statement of the statis- 
tics of the foreign trade of Norway in 
the first seven months of 1933 showed 
imports making a total of 370,200,000 
kroner and exports making a total of 
305,800,000 kroner, whereas in the first 
seven months of 1932 the corresponding 
figures were 385,800,000 and 310,900,- 
000 kroner respectively. In the months 
January-July the surplus of imports thus 
works out at only 64,400,000 kroner as 
against 74,900,000 kroner in January- 
July, 1932, and 221,700,000 kroner in 
January-July, 1931. 

The turnover in bonds and shares on 
the Oslo Stock Exchange in August 
totaled 2,600,000 kroner as against 
The index 


1,600,000 kroner in July. 
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number of shares as measured by the 
Central Bureau of Statistics advanced 
from 65.3 in July to 66.7 in August, 
whereas the bond index advanced from 
100.81 in July to 101.25 in August. 


FINLAND 


From the Bank of Finland Monthly 
Bulletin it is learned that the position of 
the joint stock banks toward other coun- 
tries improved in August, as it had done 
in June and July, the net foreign bal- 
ances rising from 86,500,000 to 105,- 
000,000 marks. Including the Bank of 
Finland, the net foreign balances 
reached a total of 1,070,000,000 marks. 
This is the first time since October, 
1930, that the thousand-million marks 
total has been exceeded. The lowest 
point since that date was at the end of 
November, 1932 (412,600,000 marks), 
since which time there has been an in- 
crease of about 650,000,000 marks. Re- 
serves of foreign currency at the Bank 
of Finland in August reached a figure 
considerably higher than at any time 
since the autumn of 1931. 

As in June and July, the balance of 
trade in August was very favorable. 
The value of imports amounted to 388,- 
500,000 marks against 350,100,000 in 
July and 332,000,000 in August, 1932, 
while the value of exports was 579,300,- 
000 marks compared with the record ex- 
ports of 692,400,000 in July and 421, 
800,000 in August last year. There 
was thus a surplus of exports amounting 
to 190,800,000 marks, which was, in- 
deed, less than in June and July, but 
appreciably larger than in the same 
month last year. 


HUNGARY 


The Economic Report of the Hun- 
garian General Creditbank (August- 
September) says that, despite a certain 
progress, the situation of the public 
finances still continues to be of an, un 
favorable character. According to the 
provisional data now available for the 
fiscal year 1932-33 ending on June 30 
last, the deficit for the year amounted 
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to 87,900,000 pengos; hereof 60,500,- 
000 pengos represent subsidies to the 
state undertakings operating at a loss 
(in particular the state railways and the 
ironworks). Inclusive of the amount of 
50,200,000 pengos held back from the 
payments to be made to the transfer 
fund, the deficit on the accounts would 
amount to 138,100,000 pengos (as 
against an actual deficit of 160,600,000 
pengos in the previous year). The re- 
ceipts of the state administration (708,- 
900,000 pengos), despite the far-reach- 
ing increase of taxation at the beginning 
of the current year, were 10 per cent. 
less than in the previous year. To meet 
the deficit recourse was had to inland 
loans: to the amount of 75,000,000 
pengos. In consequence of the usual 
decline within the summer months in 
the payment of taxes, the treasury in 
July made an agreement with the Buda- 
pest banking companies for the issue of 
treasury notes to meet the current needs 
of the exchequer; out of the credit of 
20,000,000 pengos the treasury has so 
far taken up only 10,000,000. Calcu- 
lating the prospects of the new budget- 
ary year on the basis of the results of 
the financial year just past, it would ap- 
pear doubtful whether, notwithstanding 
the improvement in the harvest yield, 
the receipts foreseen for the year 1933- 
34 (viz. 752,800,000 pengos) will actu- 
ally be obtainable. 


HOLLAND 


_ The budget recently presented to Par- 
liament for the fiscal year 1934 shows a 
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probable deficit of 267,000,000 florins, 
which it is proposed to meet by the im- 
position of additional taxes to provide a 
revenue of 191,917,000 florins, and 
economies in public expenditures to an 
amount of 75,150,000 florins. 


DENMARK 


According to the agricultural balance 
of trade of Denmark, computed by the 
agricultural council, the total exports of 
agricultural produce in the first seven 
months of 1933 amounted to Kr. 527,- 
000,000, which was Kr. 17,000,000 
more than in the corresponding period 
of 1932. At the same time the imports 
of raw materials for agriculture were 
reduced by Kr. 27,000,000 to Kr. 108,- 
000,000, and the result was an excess of 
exports of Kr. 419,000,000 aganist Kr. 
375,000,000 in January-July, 1932. 


THE ARGENTINE 


From its branch at Buenos Aires the 
First National Bank of Boston has re- 
ceived the following information, under 
date of September 28: 

The finance committee of the Cham- 
ber of Deputies has cut the budget esti- 
mate 47,000,000 paper pesos to 790,- 
000,000. The commercial’ banks have 
agreed to reduce loaning rates Septem- 
ber 11 to a maximum of 6!/, per cent. 
The Roca Agreement with the United 
Kingdom was formally signed yesterday, 
reducing duties on specified English 
products and allowing the release of 
blocked funds in exchange for Argen- 
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tine government 4 per cent. sterling 
twenty-year bonds. There was a fav- 
orable trade balance for August of 26, 
000,000 paper pesos. The August com’ 


bined bank statement for all banks 
shows deposits up 26,000,000, loans 
down 3,000,000, cash down 22,000,000, 
cash reserve 23.3 per cent. 
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minerals and metals. The price of gold 
in terms of sterling has increased consid- 
erably and boom conditions have pre- 
vailed on the share market, with many 
new flotations being made or in process 
of being brought out. The government's 
financial position has been eased by the 
gold mines having already made pay- 





August, 1933 July, 1933 August, 1932 

Pesos Pesos Pesos 
Liabilities failures .......... 46,000,000* 20,000,000 22,189,000 
ee ee 1,862,000,000 2,040,000,000 1,970,249,000 








UNION OF SOUTH AFRICA 


Gold output has continued to in- 
crease; the figures for August reached a 
new high record of 934,700 fine ounces, 
or about 11,000 fine ounces, more than 
was produced in July. There has also 
been an expansion in other mining ac- 
tivities, notably in coal, copper and base 


INTERNATIONAL 


THE INDUSTRIAL BANK OF JAPAN. In the 
sixty-third report, for the half-year ending 
June 30, Toyotaro Yuki, governor, says: 


Regarding the result of the business 
operations of this bank during the term un 
der review, I am pleased to state that we 
achieved a fairly favorable record, which is 
ascribable to concerted efforts on the part of 
the members of the staff, to whom I, jointly 
with the shareholders, wish to take this op- 
portunity to express sincere appreciation. 
However, I must assert once more that we 
are faced with a period of emergency, which 
permits no imprudence. Under these circum- 
stances, we have set aside an adequate amount 
from the profits earned during the term, for 
depreciation and reserve funds, in order to 
place this institution on a sounder basis. 
This policy, I believe, will be appreciated by 
the shareholders. In the semi-annual report, 
you will find that the gross earnings of the 
bank reached over 20,942,904 yen as against 
a gross expenditure of 18,497,650 yen, show- 
ing a net profit of 2,445,253 yen, to which 
has been added a balance of 1,272,088 yen 
brought forward from the preceding term, 
bringing the total to 3,717,341 yen, which 
is the net profit for the first half of the year 
1933. Setting aside 400,000 yen for reserve 
against loss. 100,000 yen for dividend equal- 


*Including one insurance company 29,000,000. 
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4 "t N | \y if, 
ment of the half-yearly gold-premium 


tax. The general economic improvement 
in the country is attributed largely to 
the increased price of gold, and all in- 
dustries and trades which are in any 
way serving the mining industry are 
well occupied. Manufacturing indus- 
tries generally have shared in the trade 
improvement. 








ization reserve, 350,000 yen for special re- 
serve fund and 1,292,341 yen to be carried 
forward to the next term, a sum equal to 6 
per cent. per annum on the paid-up capital 
has been designated as dividend to the share- 
holders. 


THE QUEENSLAND NATIONAL BANK LiM- 


ITED. Net profit for the year ended June 30 
was £73,039 11s. 3d., to which was to be 
added £18,644 15s. 8d. brought forward. 


Out of this a dividend at the rate of 4 per 
cent. was paid on December 31, 1932, and 
a similar dividend June 30, leaving £21,684 
6s. 1ld. to be carried to next account. The 
bank reports the receipt of more deposits 
than can be handled productively. 


CoMMONWEALTH BANK OF AUSTRALIA. 
Profits for the half year ending June 30, 
£715,566 17s. 8d.,.derived as follows: bank- 
ing business, £195,798 7s. 2d.; rural credits 
department, £24,432 16s. 2d.; note issue de- 
partment, £495,335 14s. 4d. 


Savincs BANK oF SouTH AUSTRALIA. Num- 
ber of depositors, 1933, 335,818, compared 
with 334,242 the previous year. Deposits, 
1933, £20,092,825, compared with £19,252, 
198 for the preceding year. 
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Current Conditions in Canada 


conditions in Canada are sum- 
marized as follows in the Busi- 
ness Summary of the Bank of Montreal 
issued under date of September 22: 


(condition business and economic 


The course of trade has moved in some- 
what larger volume during the past month 
without spectacular incident. Confidence 
in the continuance of the recent improve- 
ment has not diminished, though it is 
thought progress cannot be rapid until 
there is further clarification of external con- 
ditions. The NRA policy in the United 
States is steadily extending its operations, 
and its practical efficacy will soon be tested. 
Canada’s external commerce in July showed 
expansion in imports for the first time in 
_ three years over the corresponding month 

of the year before, and this gain con- 
tinued in August. The balance of foreign 
trade was again favorable, making the ex- 
cess of exports over imports $114,774,000 
in the last twelve months, a matter of 
moment in connection with the exchange 
value of Canadian dollars and the foreign 
obligations of the Dominion. Noteworthy, 
too, is the continuous proportionate en- 


largement of Empire trade under the terms 
of the British Commonwealth compacts of 
1932. In the twelve months ending with 
July, Canada’s proportion of export trade 
with the United Kingdom rose from 31.4 
per cent. to 41.3 per cent., and to the 
British Empire from 39.3 to 49.4 per cent., 
while to foreign countries the decline in 
exports was from 60.7 per cent. to 50.6 
per cent. 

In the matter of industrial production, 
the month made a good showing. A par- 
ticularly bright spot was in forest products, 
where newsprint production went up from 
180,000 tons in July to 194,000 tons in 
August, and the export movement of planks 
and boards from 116,000,000 feet to 128,- 
000,000 feet. Food products (including 
flour, sugar, meat products, cheese and 
canned salmon) had an index of 100.1, 
compared with 88.5 in July and 97.6 in 
August, 1932; this restores the level of 
1926. Boot and shoe factories, though 
recording a somewhat smaller number of 
pairs manufactured, are up when seasonal 
factors are discounted. Iron and_ steel 
production has been well maintained. Auto- 
mobiles are slightly down from July, but 
production has been 60 per cent. heavier 
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than in August, 1932. In the metals, gold 
and silver shipments have been increasing, 
and there has been a heavier flow into 
exports on the part of copper and zinc, 
as well as of asbestos. In nickel, though 
some falling off from July was noted, the 
export movement was eight times that of 
a year ago. As of still more general signifi- 
cance, the production of electric power has 
been maintained. Only in building con- 
struction among the major industrial groups 
is the showing distinctly unfavorable. 

The employment situation in August again 
showed distinct improvement. The payrolls 
of the 8261 firms reporting to the Dominion 
Bureau of Statistics aggregated 804,219, a rise 
of 24,000 over July, contrasting with the 
large decline which occurred in August a 
year ago, and bringing the figure higher 
than at any time in the last twelve months. 
Since April 1, additions to the same payrolls 
have approximated 104,000 and the official 
index has risen from 76.0 to 87.1, an in- 
crease considerably greater than the average 
of the past thirteen years; last year, in fact 
as it may be recalled, there was a decline 
of 10,000 in the number at work during 
the same period. Including fields of labor 
not covered by the record (notably agricul- 
ture and the smaller establishments), it is 
officially estimated that the number of 
unemployed has been reduced by 200,000 
since the beginning of April. 

Judged by the general commodity price 
level alone, the trend in Canada for the 
month was downward, but this can be 
mainly accounted for by developments with- 
in definite sections of the field, namely, 
by the break in wheat and to a less extent 
in coarse grains (No. 1 Northern Wheat 
averaged 10 cents per bushel lower than in 
July), with some weakness in the non 
ferrous metals. On the whole, the Canadian 
index has fallen, standing at 69.4 for all 
commodities in August, whereas it was 70.5 
in July. It may be added, from the com- 
parative viewpoint, that since the winter 
United States prices have risen by approxi- 
mately 15 per cent. (the largest gain re- 
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corded in any country); Canada has fol- 
lowed with a gain of about 11 per cent.; 
while European gains have in most cases 
amounted to not more than 5 per cent. 


CROP REPORT 


The Bank of Montreal furnishes the 
following general survey of crop condi- 
tions, as of October 5: 


Threshing operations have been practi- 
cally completed in Manitoba and_ the 
southern areas of Saskatchewan and Alberta, 
but considerable grain is unthrashed in the 
northern districts of the latter two prov- 
inces. Rains have delayed operations and 
caused some lowering of grades, but have 
improved soil conditions and pastures. In 
Quebec a good crop of ensilage corn has 
been harvested and root crops generally are 
good. In Ontario the ensilage corn crop 
is slightly below average, the apple crop 
good and the tobacco yield slightly less 
than average. In the Maritime Provinces 
the apple crop is heavy and of good quality; 
other crops promise well. In British Colum- 
bia wet weather has adversely affected crops 
in most districts and the threshing of grain 
the yield of which is estimated at 80 per 
cent. of average, has not yet been completed. 


—_O— 


NATIONAL BANK OF NEW ZEALAND. An- 
nual meeting, held July 11, showed the fol- 
lowing, as of March 31: Net profits, after 
usual provisions, £116,448 10s. 5d., to which 
was to be added £142,293 16s. brought for- 
ward from previous year, making a total of 
£258,742 6s. 5d. Of this amount £40,000 
was absorbed by the 4 per cent. dividend in 
January, £40,000 was transferred to exchange 
and contingency account, £10,000 to premises 
account, £14,000 to pension and gratuity 
funds, leaving £154,742 6s. 5d. available for 
distribution, of which £40,000 was allocated 
to a 4 per cent. dividend, leaving £114,742 
6s. 5d. to be carried to next account. 
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A MONTHLY DIGEST OF SIGNIFICANT ARTICLES APPEARING IN 
THE GENERAL MAGAZINES OF INTEREST TO BANKERS 


HIGH FINANCE: MASTER OR 
SERVANT 


By A. A. BERLE, JR. 


In the Autumn Yale Review 


UCH of the organization of 
M modern society revolves about 

relationships between men and 
property. Out of this dominance of 
property values has grown the power of 
three types of activity: finance, trans- 
portation and the mechanism of con- 
trolling industrial operations. And out 
of it has grown, too, that small, intensely 
human but virtually homogeneous group 
of investment and commercial bankers 
and industrial managers who manipulate 
the immense structure. 

It was inevitable that with the Indus- 
trial Revolution should come long term 
mass financing, for the advent of gigan- 
tic enterprises made it impossible for a 
few individuals to capitalize the new 
undertakings. And with long term 
financing came the control of production 
and transportation by a small number of 
men who made their living not by pro- 
ducing or, investing their own funds, but 
by directing the savings of others into 
the production channel. The financier 
bore little if any risk, comments Mr. 
Berle. “But he, nevertheless, was in a 
position of control—an influence so at- 
tenuated that it is difficult to see; so 
personal that it turns mainly on indi- 
vidual ability; but so strong that it can 
knock you down.” 

Meanwhile “high” finance was com- 
pletely changing the relationship of the 
individual creditor to his investment. 
Where previously a man had invested 
_ with the thought of having his money 
returned to him in five or ten years, 
when he might need it more, now he ex- 
pects to recover his principal only by 
selling the stocks or bonds to another in- 
vestor. Hence has grown the almost 
permanent indebtedness of modern in- 
dustry and the common attitude of valu- 


ing stocks not by the soundness of the 
corporation issuing them, but by the 
price which they will command in the 
stock market. “Markets reflect the im- 
pact of every form of human emotion, 
sometimes reasoning, sometimes unrea- 
soning. Ideally, they should reflect a 
balance of cold appraisal by a great 
number of people able to estimate the 
train of events. Actually, they may rep- 
resent only a mass movement of base- 
less optimism, as in 1929, or of fanatic 
despair, as in 1932.” 

Mr. Berle believes that the time when 
new capital was no longer greatly 
needed came sometime in 1927. After 
that the financiers, unwilling to lose 
their controlling force in the world, 
turned to the railroads and to incorpo- 
rating and “selling to the public” plants 
which had formerly been individually 
owned. Today these princes of finance 
are being in large measure replaced by 
the Reconstruction Finance Corporation, 
which has taken the financial control of 
the country away from the discredited 
financiers and put it into the hands of a 
Government which can command the 
necessary confidence. 

Mr. Berle thinks that in the near fu- 
ture the financiers may be stripped of 
still more of their power, and believes 
that the nation may come to realize that 
the profits of industry which result not 
from its capital structure, but from the 
organization of the men who work in it 
and its relations to its patrons and to 
other commercial activities, should go to 
a wider group than the holders of com- 
mon stock. “My own bias would be in 
favor of dividing it between the com- 
munity as a whole and the plant staff, 
from the president down to the last oiler, 
treating finance for what it really is—an 
accessory convenience that should be 
reasonably paid for its service.” “Blue 
Sky Acts” are good so far as they go, 
but they do not go far enough. What is 
significant about the NRA is that, by 
the establishment of a minimum wage, it 
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redistributes the nation’s income. And 
it is in the way of redistributing wealth 
and putting the control of industry and 
finance into the hands of the community 
that “the almost revolutionary move- 
ment athwart American long term 
finance” tends. 


WHEN INFLATION IS NOT 
INFLATION 


By IRvING FISHER 
Professor of Economics, Yale University 


In Liberty 


ND the answer is, of course: When 
Ai is reflation. Inflation is an in- 
crease in the circulation of 
money, which tends to raise prices be- 
cause it stimulates buying. Deflation is 
lessened money circulation, with conse- 
quently lowered prices. When President 
Roosevelt came into office Professor 
Fisher’s index of the general price level 
stood at 55, the lowest figure in many 
years. At the time the article in Liberty 


was written the index was over 60, 
showing that inflation was already in 


progress. Yet, whereas the very word 
“inflation” had for long been a terror to 
conservative citizens, now the whole 
public attitude has changed. “Two 
months ago, if I had said that there 
could be a case where inflation was right, 
I would have been disputed by most 
people. But today few people, even 
bankers, dispute the fact that inflation, 
so far, has been a good thing. It has 
corrected a bad thing—deflation.” 
Prices had been cut almost in half 
since 1926. That meant that the dollar 
had doubled in value. Farm prices had 
fallen by more than half. If a farmer 
had mortgaged his farm for $10,000 in 
1926, he now had to sell more than 
twice as much produce to pay his debt. 
That is the explanation of the “milk 
strikes” and the forcible resistance to 
foreclosures. What a certain amount of 
inflation will do will be only to restore 
prices to their 1926 level, thereby allow- 
ing debtors to pay their debts in the 
same kind of dollars in which they were 
contracted. In so far as it does this, it 
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should not be called inflation, but refla- 
tion. 

Inflation and deflation are both wrong, 
says Professor Fisher, because they both 
alter the value of money and make the 
conditions of life uncertain. What we 
should try to do is to stabilize the price 
level, so that a dollar will always buy 
the same amount of goods. The ex- 
planation of the depression is that, in 
spite of the amounts they had repaid, 
debtors still owed more than they had 
before, because of an increase in the 
value of the dollar. “So we had the 
paradox that the more the debtors paid 
the more they owed. The very effort to 
liquidate debts increased them.” If 
some measure of inflation had not oc- 
curred, we should have sunk deeper and 
deeper into debt; city mortgages would 
have been defaulted, with a resultant 
failure of savings banks and life insur- 
ance companies; railroads, large cities, 
states and even the national Government 
would have been forced into bankruptcy. 

Reflation should have come long be- 
fore it did. ‘But the efforts to do it a 
year ago were thwarted. I could name 
the three men (Hoover was not one of 
them) who were the chief obstacles.” 
The depression could have been reduced 
to a matter of a few weeks, if the com- 
modity price level had been maintained. 

Most people think that the price level 
of every commodity is determined by the 
supply and demand of the particular 
commodity. Yet it may be determined 
as easily by the supply and demand of 
gold dollars, or of the paper dollars that 
represent them. What actually happens 
is that the general price level is fixed 
by the supply and demand of gold or 
money, while the supply and demand of 
a particular commodity only determines 
the extent to which its price varies from 
the general level. The price of geld 
cannot vary, since the standard of a dol- 
lar is one-twentieth of an ounce of gold. 
What we have stupidly. done is to fix 
the weight of a dollar and not its value, 
so that the supply and demand of one 
commodity, gold, has been allowed to 
fix the price level for all the others. 

That the price level can be stabilized 
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is proved by the example of Sweden, 
which, since she went off the gold stand- 
ard in 1931, has kept her price level 
constant within 2 per cent. It seems 
incredible that our Government could 
have been so stupid as to neglect to fix 
the unit of value when it can be done so 
easily, but our leaders have made the 
mistake of confusing price with price 
level and forgetting that we can always 
control the supply of money. If we be- 
lieve that inflation must be wrong be- 
cause it is artificial, we are ignoring the 
fact that inflation and deflation are al- 
ways going on, whether we like it or not. 

“An honest dollar is a matter which 
concerns every man, woman and child. 
An honest dollar must be stable in value. 
Our gold dollar is not such a dollar. 
Technically, the repeal of the ‘gold 
clause’ is repudiation of debt—but of 
debt in dishonest dollars. Any 
administration which allows the price 
ievel again to get out of hand, either up 
or down, should be held guilty of crim- 
inal negligence!” 


WANTED: REAL BANKING 


REFORM 


By Guy GREER 
In the October Harpers 


HE dramatic circumstances sur- 
rounding the crisis of last March 


would have made drastic reforms 


in our banking system ‘comparatively 


easy. But what Congress did was to 
patch up temporarily the forty-nine 
broken-down systems already in exist- 
ence and then to pass a hodgepodge bill 
combining such sound reforms as the 
separation of security selling from bank- 
ing with such dubious experiments as the 
insurance of bank deposits without any 
guaranty that the insured institutions 
will be competently, or even honestly, 
managed, Such measures can be at best 
but minor palliatives in a country where 
from 70 to 90 per cent. of the banks are 
located in towns or villages too small to 
support institutions of a size to operate 
safely and where forty-eight states have 
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regulations that are uniform only in lax- 
ness. 

Mr. Greer believes that more funda- 
mental reforms must come soon, and 
that these measures must take the shape 
of unified commercial banking under 
Federal control. Bank created, deposit 
currency supplies the needs of the 
greater part of our country’s industries 
and agricultural operations, and Mr. 
Greer thinks that therefore banks should 
confine themselves to transactions that 
finance actual business activity. They 
should be allowed to pay interest on de- 
posits only so far as that is necessary to 
secure the funds needed for their loan- 
ing operations, and these loans should 
be short term ones which can be redis- 
counted at the Federal Reserve banks— 
though this may involve a change in the 
kind of paper that the Reserve banks 
will accept. Other functions generally 
performed by banks should be taken over 
by separate institutions, savings being 
cared for by mutual savings institutions 
or analogous companies and real estate 
operations being financed by building 
and loan associations, while strictly regu- 
lated investment trusts may be expected 
to make real estate and other capital 
loans and to buy stocks and bonds. 

This will involve the elimination of 
small banks (since only institutions with 
a capital of say $500,000 or more are 
equipped to handle safely the deposit 
currency of the country) and their re- 
placement by branches of larger institu- 
tions. These should be under the direct 
supervision of the Federal Government 
and should be forced to limit themselves 
to strictly “commercial” functions and 
to operate in the public interest, with 
adequate salaries for officials but no pos- 
sibility of amassing huge fortunes. 

These provisions are in line with the 
opinion of the members of the school of 
the “New Economics” in agreeing with 
Professor Soddy’s main thesis that the 
power to make or destroy money with 
the stroke of a pen cannot safely be left 
to the control of private interests ani- 
mated by the desire for profits. But 
Mr. Greer finds it still possible to believe 
that a banking system—either privately 
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or publicly owned, but in either case 
under stringent Government regulation 
—is the best mechanism for administer- 
ing the national currency system, and 
that banks, if properly managed and pre- 
vented from engaging in any but strictly 
banking functions, will be able to do as 
much as any monetary agency could do 
to provide the modern economic com- 
munity with a flexible and adequate cir- 
culating medium and to prevent the 
periodic recurrence of depressions. 


INFLATION AND MONEY RATES 


BANK EARNINGS AND 
INFLATION 


By JosePpH StacG LAWRENCE 
In The Econostat for September 30 and 
October 7, 1933 


HOULD not inflationary move- 
S ments cause interest rates to ad- 

vance through the desire of indi- 
viduals to go into debt so as to benefit 
therefrom, and should this not in turn 
increase the demand for money, thereby 
benefiting bank earnings?” These were 
the questions which a banker pro- 
pounded in a letter to Joseph Stagg Law- 
rence, editor of The Econostat, and 
which Mr. Lawrence set about answer- 
ing in two lucid articles. 

It has always been the case in the past, 
writes Mr. Lawrence, that rising prices— 
i.e. inflation—have been accompanied by 
rising interest rates. Especially if one 
accepts the “impatience theory” of 
money rates, which holds that interest is 
paid because of the universal preference 
for money now rather than at some fu- 
ture time, does it seem logical that inter- 
est rates during a period of inflation 
should rise to cover the depreciation in 
buying power which the money will 
undergo during the period of the loan. 

Actually, however, we find that, while 
the purchasing power of the dollar has 
declined from 7 to 51 per cent. during 
the last six months, pure interest rates 
are at the lowest level in history. This, 
Mr. Lawrence believes, is because of a 
group of factors which have never been 
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present during any other inflation and 
which seem likely to continue holding 
interest rates at an exceedingly low level. 

These factors are all of Government 
making. The purchase of Government 
bonds has been made most attractive, 
while the Securities Act has shackled 
private solicitation for funds. The NRA, 
by cutting into profits, makes investment 
in new ventures less attractive than 
formerly, and steeply progressive income 
taxes penalize business success. In ad- 
dition the Government can by mere 
Presidential discretion create unlimited 
supplies of credit, and thus is able to 
keep interest rates at the vanishing point 
—which is highly desirable to the Treas- 
ury at the present time. 

But continuing low interest rates do 
not mean that bank earnings will not 
rise as prices do, Mr. Lawrence hastens 
to add in the second of his two articles. 
At first glance it might seem that inter- 
est rates would be the most important 
factor in banking profits, but statistics 
show that, while interest rates in New 
York City from 1928 to 1932 fell by 13 
per cent., in the north and east they fell 
by but 5.3 per cent. and in the south and 
west by 1.4 per cent. “In fact,” and 
Mr. Lawrence puts this in italics, “it 
may be concluded that the decline in the 
rates paid by the average borrower 
throughout the United States during the 
past six years has been negligible.” 

The rate of return on bank assets has 
fallen, not because of a declining inter- 
est rate, but because the banks have 
shifted their funds from commercial 
loans, which they feared might become 
illiquid, to securities, which they felt 
offered greater safety, though at a lower 
rate of interest. What inflation may be 
expected to do for bank earnings is to 
increase the profits of business, so that 
once more*there will be a demand for 
commercial loans which the banks can 
make with safety. In addition domestic 
recovery may be expected to restore the 
value of the securities in the banks’ port- 
folios. “Heavy losses more than the de- 
cline in gross have been responsible for 
the sorry showing of our banks. Price 
recovery need do no more than curtail 
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fatalities among bank clients in order to 
usher in a brighter day for banks.” 


THE STOCK MARKET AND THE 
PUBLIC 


By N. R. DANIELIAN 
In the October Atlantic Monthly 


HE general cry against stock job- 
bing has been such and people 
have been so long and so justly 
complaining of it as a public nuisance, 
and, which is still worse, have com- 
plained so long without a remedy, that 
the jobbers, hardened in crime, are at 
last come to exceed all bounds, and now, 
if ever, sleeping justice will awake, and 
take some notice of them, and if it 
should not now, yet the diligent crea- 
tures are so steady to themselves, that 
they will, some time or other, make it 
absolutely necessary to the government 
to demolish them.” So wrote Daniel 
Defoe in 1719, one year before the 
bursting of the great South Sea Bubble. 
Last year former Senator Brookhart de- 
clared to an important officer of the 
New York Stock Exchange: “There 
never was such an economic failure in 
the history of mankind as your outfit has 
brought upon us at this time, and it is 
due to this same speculation that you 
are defending here more than any other 
one thing.” 

Mr. Danielian, an instructor and tutor 
in economics at Harvard, believes that 
stock exchange practices are still about 
what they were when Defoe penned his 
tirade—pretty bad. Security markets 
should furnish a channel by which 
people’s savings can flow into the most 
deserving industries, but stock manipula- 
tion by the issuing corporation, or its 
bankers or syndicates, and false publicity 
have contrived to mislead the investors 
entirely as to the worth of securities. As 
only two instances of such practices Mr. 
Danielian cites the activities of the Cities 
Service Securities Company, which were 
tantamount to trading in its own stock 
by the Cities Service Company, and the 
high-pressure false publicity methods of 
the Indian Motorcycle Co. 
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Besides, trading in old, long-outstand- 
ing stock does not mean that more 
money is poured into industry. Here 
the only beneficial influence of the mar- 
ket can be (a) evaluation of capital 
securities, (b) adjustment of market 
value to “intrinsic value” and (c) stabi- 
lization of securities prices. It would 
seem that the real investors could best 
determine the value of capital and the 
acceptable rate of earnings. No one 
knows what “intrinsic value” really is, 
and most speculators show no antipathy 
to departing from it. And it is obvi- 
ously not the speculator’s wish to create 
a stable market. 

A speculator can make money only 
when his decisions are correct in more 
than 50 per cent. of his commitments, 
and the professional operators have so 
manipulated the market through pools 
or inside information obtained from 
officers of the corporations affected that 
the average man has no chance of mak- 
ing a profit. Here Mr. Danielian makes 
much of the testimony of officers in 
what, he declares, were in effect wash 
sales by the Radio Corporation of 
America Common Stock Syndicate and 
of the testimonies of paid publicity men 
and of syndicate managers who obtained 
important information before it was 
made available to the general public. 

Some officers even traded back and 
forth in their own stock, selling out early 
in 1930 and then buying back as much 
stock as they had before with a tidy 
profit of several millions to spare. In 
commenting on the testimony of a cor- 
poration officer who had engaged in 
such practices, Senator Couzens said: 
“IT just want to get before this commit- 
tee what are the ideals and standards of 
some of these large corporation office- 
holders with respect to these matters. 
Mr. says under oath that he thinks: 
that it is a perfectly proper standard to 
buy and sell the stock of his own cor- 
poration and affect the market, as was: 
done in this case undoubtedly.” 

This lack of responsibility among 
those in important public positions has: 
developed into a tragic theme. Mr. 
Danielian believes that whether stock 
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exchanges practices will be corrected de- 
pends in large measure on the strict in- 
terpretation and enforcement of the 
Securities Act. Publicity of holdings 
and transactions seems to be the only 
remedy for speculation by corporate ofh- 
cers in their own securities, and this not 
only runs contrary to American tradi- 
tions, but is difficult to enforce because 
of the opportunities for speculative ac- 
tivities in the name of a relative or a 
dummy corporation. Pools are easier to 
deal with, since the New York Stock 
Exchange has authority, if it wishes to 
use it, to prevent brokerage houses and 
specialists from participating in pool op- 
erations. 

Mr. Danielian’s own suggestion is that 
a heavy tax should be imposed on capi- 
tal gains made on quick turnover. This 
would eliminate the motivating force be- 
hind mere frenzied speculation and also 
remove the urge for marginal trading, 
which has never been successfully dealt 
with by law. 


Legislation cannot abolish man’s de- 
sire to speculate, but people must be 
brought to realize that they cannot 
liquidate stocks, which represent future 
wealth and the machinery to be used 
in fashioning future goods, while these 
goods are still only a promise for a later 


time. Such gains when realized are 
chiseled out of the annual savings that 
flow into the market. “The desire to 
ebtain wealth without producing it in 
some way is not only unsocial: it is as 
chimerical as perpetual motion.” 


THE NEW DEAL MAY PROTECT 
THE RAIL INVESTOR 


By Peter HeLtmoop Noyes 
In The Nation for October 11, 1933 


HAT the Wall Street octopus 
“which has thrown its tentacles 
around the pending bankruptcy re- 
organizations of four of the major rail- 
roads of the country” is facing a real 
menace from the activities of the Inter- 
state Commerce Commission and the Re- 
construction Finance Corporation under 
the Roosevelt administration is the be- 


THE BANKERS MAGAZINE 


lief expressed by the author of this 
article in the financial section of The 
Nation. 

The four large railroads now in re- 
ceivership or bankruptcy are the Mis- 
souri Pacific, the Rock Island, the St. 
Louis-‘San Francisco and the Wabash; 
and the tangle of banking and insurance 
interests which surround them cannot be 
cleared up except by the vigorous ad- 
ministration of an impartial public au- 
thority. 

The protective committees which are 
formed generally represent the interests 
of vested management and banking con- 
trol rather than those of the stockhold- 
ers, and banking and insurance firms 
which stoutly opposed the ‘Frisco plan 
as unjust to bondholders find no incon- 
gruity in serving on committees for the 
Rock Island bond issues with that plan’s 
firm advocates. This inconstancy, Mr. 
Noyes declares, is only part and parcel 
of Wall Street’s general policy of evad- 
ing any responsibility for its exercise of 
power. Under such conditions it is in- 
evitable that the security-owning public 
should suffer in its competition with 
vested interests unless some strong, im- 
partial authority intervenes. 

And that is exactly what Mr. Noyes 
believes is happening. The Interstate 
Commerce Commission’s recent refusal 
to authorize a loan to the Western 
Pacific Railroad, on the ground that the 
road was in need of financial reorganiza- 
tion, and the pressure exerted on the 
Wabash receivers to force recovery of 
excessive payments made in the past to 
the road’s former president are indica- 
tions of the commission’s new attitude. 
Likewise the Reconstruction Finance 
Corporation, since the Hoover regime 
lost control of it, has been aggressive in 
attacking current railroad practices. 

“Tt is still too early to raise the flag 
for a victory of the public interest over 
Wall Street railroad control. The first 
real test will come when the Interstate 
Commerce Commission reaches a final 
decision on the St. Louis-San Francisco 
reorganization this fall. At that time 
it will be seen how the new policies 
fare when confronted with the full 
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weight of Wall Street guile and expert 
legal counsel. It will be ironical if the 
Reconstruction Finance Corporation, 
conceived by Herbert Hoover to bail out 
big business and high finance, ends by 
thwarting those interests in one of their 
most typical functions of public exploita- 
tion. But it will be of vastly greater 
importance if the Interstate Commerce 
Commission, equipped at last with ade- 
quate authority over financial reorgan- 
izations, brings effective regulation to the 
most vulnerable spot in the public’s own- 
ership of railroad securities.” 


THE FIGHT OVER MONEY 


By PAUL ERNEST ANDERSON 
In the October North American Review 


HE conviction that the average 
American carries closest to his 
heart is that some day he may be- 


come wealthy. It has been one of our 


characteristics from the very beginning 
of our history. Because the standard of 


living of both the colonists and the later 
pioneers was higher than that of ordi- 
nary peasants and because coin con- 
stantly flowed to England or the towns 
in the East in payment for manufac- 
tured goods, the new settlers were early 
obliged to issue local currency based on 
the productive power of the community. 
Massachusetts began the issue of paper 
money in 1690; the loan-office in Penn- 
sylvania issued paper money in the form 
of loans, keeping the amount in due ze- 
lationship with the growth of values in 
the province. The American Pownall, 
writing in 1764, realized that money 
based on the credit of the community 
was in the long run the foundation of 
the value of the money itself and the 
basis of all true prosperity. Bank credit 
today is based on the banker’s belief in 
the ability of the nation to produce 
goods when and as desired. 

Following the example of the colonies, 
the expanding West, South and South- 
west had recourse to local currency in 
the form of notes issued by state banks. 
This system laid the foundation for their 
great prosperity, and was so cherished 
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by the pioneers that when money was 
sent back for redemption, as it was by 
the Second Bank of the United States, 
or heavily discounted, as was once the 
case with Kentucky bank notes, resent- 
ment was bitter indeed. 

President Martin Van Buren in his 
annual message of December 2, 1839, 
declared that through the laws of trade 
and exchange the banks in those centers 
to which currency flowed held the power 
of controlling the regions whence it 
came, and that thus the prosperity of 
trade in the interior of the country was 
made to depend on the good manage- 
ment of the banks on the seaboard, and 
thence on London, the center of the 
credit system. If we substitute New 
York for London, says Mr. Anderson, 
that statement is just as true today. 

History shows that the American 
people have experimented with all kinds 
of banking schemes, that as soon as the 
conservative bankers of the East opposed 
one the pioneers and their successors 
tried another. Not all of these experi- 
ments were failures; witness the Indiana 
State Bank or the Louisiana State Banks. 
And through it all the American people 
have kept the conviction that money at 
bottom is primarily a ticket system, de- 
signed chiefly to aid in the exchange of 
products and based on the wealth and 
resources of the community. 

Since the middle of the last century 
credit has become our form of money, 
and it is over the control of credit that 
the money struggle of the future will 
take place. The people have lost faith 
in the Federal Reserve System, since it 
precipitated rather than averted the 
crash; they have found that going off 
the gold standard produced no _appre- 
ciable changes in their lives; they have 
discovered that banks are neither par- 
ticularly well managed nor particularly 
public-spirited. 

Our wealth is increasing by over 
$4,000,000,000 a year. Never again 
can we look forward to the time when 
all our unemployed will be back at work 
in industry or on the soil. Whatever 
else it does, the NRA must raise the 
cost of production, and hence the price 
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of the finished product. People cannot 
buy if there is not more money. Bank 
loans create only indebtedness, which 
reduces incomes and purchasing power. 
The time has come when the American 
people must regain the full possession of 
their money powers and create a na- 
tional money based on the national 
wealth. “Mankind cannot live in a 
psychology of scarcity when there is no 
scarcity without undergoing a great and 
vast degeneration of spirit and enter- 
prise. Moreover, common sense dictates 
that money should reflect the facts of 
production and consumption, and there 
is only one agency which can bring that 
about in a safe, scientific manner: that 
is the national Government, the creature 
and instrument of the 123,000,000 con- 
sumers of this nation.” 


GOLD PRUDERY 


By J. Davin STERN 
In the October New Outlook 


Stern, prudes when it comes to 

discussing the real nature of the 
dollar, because to them the dollar is the 
only staple value in the world. It is 
their belief in its stability that makes 
their universe solid and sound, and any 
general questioning of it would set the 
foundations crumbling about their feet. 
They have refused to discuss the subject 
with the public, saying, “Just tell them 
to have confidence. It’s all psycholog- 
ical.” “The impression was inescapable 
that bankers not only did not want to 
analyze money, but had dutifully kept 
their minds off the subject and knew 
very little about it.” 

This gold prudery, this declaiming 
that God has decreed gold always to be 
the symbol of money, has much to 
answer for—if not for causing the de- 
pression, at least for keeping us from 
thinking our way out of it. If the price 
of wheat went down, the financier de- 
clared it was not because there were too 
few dollars, but because there was too 
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much wheat. When The Philadelphia 
Record, of which Mr. Stern is editor and 
publisher, came out with a demand for 
major inflation to arrest the vicious cycle 
of deflation, the financiers excoriated 
him as though he had proposed an orgy 
of vice. 

When the bankers were small boys 
they were told a delightful bedtime 
story. It related how for every paper 
dollar there was a shiny gold dollar 
locked away in the vaults at Washing- 
ton. All that the good little boy who 
wanted his gold dollar had to do was to 
take his piece of paper to the nice man 
at Washington, who would open a safe 
with a great big key and give him his 
own gold dollar, that the Government 
had been kindly keeping for him. On 
his faith in this bedtime story, his faith 
that for every dollar he earned there was 
a bright new coin waiting for him at 
Washington, his future success was 
built. 

It is for this reason that financial text- 
books never mention that we were off 
the gold standard from 1917 to 1921, 
that conventional financial writers re- 
fuse to admit that when prices rise the 
dollar falls, that they still talk as if the 
value of the dollar depended on the 
amount of gold in it instead of on its 
abundance and the velocity with which 
it circulates. And this gold prudery of 
money collectors is far more serious than 
the assorted pruderies of other collectors; 
because “money talks.” The fact that 
a man has acquired a great sum of 
money does not prove that he is capable 
of managing it; it proves only that he 
has a talent for acquisition. Yet we 
have allowed the financiers to be our 
monetary advisers—and with disastrous 
results. 

It is only since the gold payments 
were suspended last March that there 
has been some rational discussion of 
money in our financial press. “The bars 
are down at last; the Bluebeard chamber 
has been opened, and self-respecting 
financiers feel free to discuss the subject 
openly. Some have even gone so far as 
to read a book about it.” 
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A MONTHLY DIGEST OF CURRENT SPEECHES OF INTEREST TO 
BANKERS 








THE FEDERAL DEPOSIT INSUR- 
ANCE CORPORATION 


By WALTER J. CUMMINGS 
Chairman of the Board of Directors 


In a radio address arranged by the Wash- 
ington Star and broadcast over the National 
Broadcasting Company network, September 
Z7,. 1953. 


UT of the paralyzing panic of 
last March, out of the anxiety 


and fear that gripped the owners 
of 40,000,000 deposit accounts, came the 
popular demand for some sort of legisla- 
tion that would assure them that, if they 
put their money in a bank, they could 
get it out again when they needed it. 
That was why the Banking Act passed 
the House of Representatives with but 
six dissenting votes, and the Senate 
unanimously. “The voice of the Amer- 
ican people had spoken unmistakably on 
the subject of banking reform through 
their representatives in Congress. The 
people’s sure instinct for progress and 
order had asserted itself, as it often has 
done before at times of crisis in the his- 
tory of our nation. But it was the Presi- 
dent himself who first interpreted what 
was going on in the public’s mind, and 
here are his own words: ‘We do not 
want, and will not have another epi- 
demic of bank failures.’ ” 

On this note Mr. Cummings began 
his broadcast. The first step, he said, 
was to right the confusion into which 
the events leading up to the bank holi- 
day had plunged us. Great progress has 
already been made in restoring confi- 
dence and credit and, now that deposits 
are to be insured, we can look forward 

' to a further tremendous increase in the 
funds available for commercial enter- 
prise. 

On January 1, 1934 (unless the Presi- 
dent fixes an earlier date), the tempo- 
rary insurance fund will go into effect. 
Under this fund all deposits in eligible 





banks up to the amount of $2500 will 
be insured in full. When on July 1, 
1934, the permanent funds goes into 
effect, deposits in eligible banks will be 
insured 100 per cent. up to $10,000; 
75 per cent. up to $50,000; and 50 per 
cent. for amounts in excess of $50,000. 

Mr. Cummings emphasized that, while 
non-member state banks must be ex- 
amined to determine their eligibility, the 
purpose of the act is to provide all banks 
with the same opportunity to enjoy the 
benefits of deposit insurance, and no 
bank will be discriminated against be- 
cause it is not a member of the Federal 
Reserve System or because its capital 
stock is less than that required for ad- 
mission. “I assure you a fair and broad 
interpretation of those provisions of the 
act relating to the eligibility for insur- 
ance of any bank operating under the 
charter of any state. The examinations 
are to be based upon ‘solvency, not 
upon ‘liquidity.’ ” 

The capital resources of the Federal 
Deposit Insurance Corporation will be 
immense. The United States Treasury 
is furnishing $150,000,000 initial cap- 
ital, to which will be added one-half the 
surplus of the Federal Reserve banks, a 
sum amounting to $140,000,000 more. 
During the operation of the temporary 
fund all participating banks will sub- 
scribe one-half of 1 per cent. of their in- 
surable deposits, half in cash and half 
subject to call. When the permanent 
fund goes into effect on July 1, partici- 
pating banks will subscribe to stock in 
the corporation in an amount equal to 
one-half of 1 per cent. of their total 
deposit liabilities. It is estimated that 
this sum subscribed by insured banks will 
total approximately $200,000,000. After 
July 1, 1936, all banks participating in 
the fund must become members of the 
Federal Reserve System. “The plan 


therefore looks forward to a logical de- 
velopment of our banking system through 
insurance of deposits.” 
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As a final word to his audience Mr. 
Cummings said: “In conclusion let me 
emphasize that the Federal Deposit In- 
surance Corporation will make your sav- 
ings secure. Returning confidence and 
an end to hoarding will result. For busi- 
ness and industry it means that our 
banks, strengthened immeasurably by 
deposit insurance, can more readily sup- 
ply credit to finance legitimate enter- 
prises.” 


EDUCATED BANKERS 


By Hon. Newton D. BAKER 


A radio address delivered September 16, 
1933, on the occasion of the National Com- 
mencement Exercises of the American Insti- 
tute of Banking. 


ORE than almost any other call- 
M ing not originally regarded as a 

learned profession, the business 
of banking has come to be a profession.” 
Because the professions were regarded as 
imposing particular obligations of fidelity 
and loyalty, there have grown up about 
them traditions of group ideals and 
group discipline. And, because the 
banker is always dealing with other 
people’s money and undertaking to sup- 
ply services which his clients cannot 
judge, he must realize the necessity of 
knowiedge, experience and an alert con- 
science. 

Two kinds of knowledge are neces- 
sary: knowledge of human nature, that 
the moral risk may be sound; and knowl- 
edge of the business situation, to enable 
him to judge competently the securities 
that are tendered as collateral. To be 
wise in the ways of human nature the 
young banker should read widely, in the 
great works of fiction as well as in the 
field of psychology and sociology, and 
to this knowledge he should add the ex- 
perience that comes with observation of 
how his fellow men react to obligations 
and opportunities. 

Knowledge of the business situation as 
it may affect securities is harder to ob- 
tain because the field is so wide. Im- 


provements in the arts, changes in popu- 
lar demand, world competition, future 
wars, even events that seem utterly re- 
mote, may vitally affect the value of any 
or all securities. 

The banker’s task of safeguarding 
money by properly lending and invest- 
ing it is almost terrifying in its possi- 
bilities of good and evil, said Mr. Baker. 
At present the bankers of the United 
States are in discredit because of the 
many recent bank failures. We have 
tried to run competitive state and na- 
tional bank systems; we have failed to 
put the united financial strength of the 
nation back of our banking system; and 
the whole world has been in a shaken 
condition that has shattered seemingly 
stable values. 

The bankers are not to blame for the 
present world situation, but the banker 
of the future must equip himself with 
the knowledge that will enable him to 
foresee and help avert such calamities. 
When the country after the Civil War 
was experiencing a series of financial 
panics, due to the inability of the cur- 
rency to expand in times of prosperity 
and the pyramiding of reserves, the 
bankers, almost to a man, fought against 
the passage of the Federal Reserve Act, 
which remedied these evils. Yet it was 
only the Federal Reserve which per- 
mitted our financial system to survive 
the stress of the World War. 

Mr. Baker believes that we should not 
have any banks which are not members 
of the Federal Reserve System, that all 
banks should be national banks, so that 
they may better withstand a national 
emergency. He believes. too, that bank- 
ers should not be allowed merely to 
“grow” in the profession but should 
come under as exacting requirements as 
do doctors and lawyers. 

Meanwhile he advised, as his closing 
message, that every young banker should 
fit himself, by the wise use of his leisure 
in a well-planned program of study, to 
take over the leadership which he may 
fairly be asked to give in his own work 
and in the community. 
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Banks Today Must Set the Pace 


Economical Office Forms Big Factor in Efficient Management 


By J. F. BRANAGAN 


HE very nature of banking re- 
quires that it employ a larger 


variety and a more frequent 
change of office forms probably than any 
other commercial enterprise. Speed also 
is imperative and it frequently happens 
that relatively few copies of a specific 
form, report or statement are needed. 

Because of their flexibility, economy 
and instant availability, various types of 
duplicating equipment are progressively 
taking over much work heretofore done 
on the printing press and typewriter. 

Where only a comparatively few 
copies are required, or where there is 
likelihood of early or frequent modifica- 
tion, the factors of time and cost mili- 
tate strongly against printed work. This 
is equally true where the subject matter 
is of a confidential nature, never in- 
tended to pass beyond the board room 
or the grille. 

The limitations of the typewriter, 
with carbon copies, are of a different 
order. Any small number can be typed 
economically, but only a few clear car- 
bons can be made at a time, and the pos- 
sibility of errors always creeps in when 
many retypings of the same figures and 
phrases are required. From the angle 
of clerical labor alone it becomes need- 
lessly expensive when more than a single 
original, plus the number of clear carbon 
copies that can be made, is demanded: 
and the typewriter is definitely limited 
- to the reproduction of letters, figures and 
symbols. 

There are several types of duplicating 
machine manufactured today not handi- 
capped by any of the above drawbacks 
or limitations. None of the operations 
of printing are needed, such as type- 
setting and make-up, which, of course, 


cuts the factors of time and expense, 
while from one to a hundred clear copies 
can be produced in but little more time 
than it takes to type or rule a master 
form and the cost is only a fraction more 
than that of the paper used. Charts, 
graphs and ruled forms can be made, in 
the limited quantities usually needed, 
with the same facility as the written or 
printed word. Every operation in the 
duplication of confidential information 
can be performed by a single individual 
whose trustworthiness is unimpeachable. 

Many banking institutions today 
which have installed such equipment for 
one specific purpose have been surprised 
at how readily the equipment lends itself 
to other adaptations, as well as at the 
time, labor and money it conserves. 

An example of the flexibility of such 
equipment and how readily it can be 





Photo Courtesy .Ditto Inc. 


Type of equipment used by many bank- 
ing institutions for duplicating, to effect 
pronounced saving in clerical work. 
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New BraNCH OFFICE OF THE BANK OF THE MANHATTAN COMPANY 


AT Madison avenue and 64th street, New York City, the Bank of the Manhattan 
Company has recently opened as a branch office this attractive colonial building which 
marks a decided departure from the ordinary type of commercial bank building. It is 
of early colonial design, the facade copying that of a colonial residence, the old Morris 
House in Philadelphia, which is a beautiful example of postcolonial architecture of the 
period around 1799, when the Manhattan Company received its charter. 

Entering through iron gates and a beautifully carved wooden doorway, one finds 
oneself in a large open hall with a black and white marble floor and an extremely high 
ceiling like that of a colonial residence. On the left of the doorway is a large 
reception room and an open bank counter. On the right is a men’s waiting room with 
an open fireplace and typical colonial furniture. Alongside of this is the officer's 
platform, which is a reproduction of the drawing-room in the 18th century house of 
John Emlay at Allentown, N. J. It has a fireplace and fine ornamental cornices. 
Leading from the main floor is a stately elliptical staircase, copied from an old 
Philadelphia mansion. 

Going to the floor above one finds a reception room which will accommodate 
twenty-five people. This is furnished exactly like the Dauntless Club in Massachu- 
setts with its historic fireplace. Also on the second floor are a conference room and 
quarters for the clerical staff of the bank. 

On the third floor is a large New England meeting room which will hold at least 
one hundred people. The Dauntless room and the New England meeting room will 
be available to the bank's customers for meetings of charitable and civic organizations. 

The decorations in form, material and color make a harmonious design in the 
spirit of early American architecture. Originals of the various parts of the bank may 
be found in the American Museum of the City of New York. 





adapted to unexpected and heavy de- 
mands was given by a bank in Buffalo, 
N. Y., recently. 

Under normal conditions they have on 
hand only two of the 14.5 foot gelatine 
duplicating rolls. In reality only one of 


these Ditto rolls is in daily use, the other 
being kept as a reserve. With this one 
they produce the majority of their office 
forms, many of which are subject to 
frequent modification. Rush forms may 
be got out in the course of a few min- 
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How To Gain Most 
From Minimum Alterations 
ppeaine September and October nine banks 


engaged us to focus our experience on 
the altering of their banking quarters. 
Whatever their needs, from modernizing a 
vault, to complete remodeling, they gain the 
full benefit of all we have learned in design- 
ing, erecting, and remodeling bank buildings 
continuously since 1915. 
We are just as eager to solve your problem 


as theirs. 
New leaflet of pictures and floor 
plans of banks recently remodeled 
will be mailed at your request. 


TILGHMAN MOYER CO. 


The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS - ENGINEERS 
ALLENTOWN PENNA. 





utes. They also make up the internal 
form used in the preparation of their 
monthly statements and confidential re- 
ports to directors, which never leave the 
building. The daily report to officers is 
filled in on a form which they duplicate 
in lots of 200 or 250. 

At the time of this sudden rush, 
within a few hours they were deluged 
with a flood of clerical work which 
might well have swamped them. They 
had to send out a steady stream of no- 
tices to a large list of names, keeping 
them posted with up-to-the-minute in- 
formation. From the beginning of this 
rush eight duplicating rolls were in con- 
stant use and the full time of six typists 
was required to make out the master 
forms from which duplicates were run. 
Each report required from 15 to 50 
copies, and on the lesser numbers 
changes had to be made on the machine 
every two or three minutes. With a 
duplicator, this can be done in seconds, 
since it only means turning the roll a few 
inches and impressing a new master 
form on the gelatinous surface. The 
equipment enabled them to keep abreast 
of this unusual demand, whereas they 
would have been utterly inundated had 
they been forced to depend upon type- 
writers and typists alone. 


THE NEW 


MOSLER 


ELECTRICALLY-CONTROLLED 
DELAYED MOVEMENT TIMELOCK 


For Bank 
Holdup 
Protection 


Locker with rotary 
hopper top for de- 
positing reserve 
cash without open- 
ing door, which is 
equipped with above 
timelock. There are 
many models of 
safes and lockers. 


THE MOSLER SAFE CO. 


New York Office: 
373 BROADWAY 





Factories: 


HAMILTON, OHIO 





Banking institutions throughout the 
country have found innumerable uses 
for this type of equipment and have 
effected pronounced savings in the re- 
production of those forms and reports 
of which only from 10 to 100 copies are 
required. Auditors’ reports, daily state- 
ments, tentative drafts of annual budg- 
ets, income and expense statements, 
directors’ reports, debit and credit tick- 
ers, can all be produced at a much lower 
unit cost by such methods. Drawings 
and sketches of property offered as 
security, as well as inventories of estates, 
graphs and charts of various types and 
also form letters and house organs lend 
themselves to this form of duplication. 

Any bank executive can visualize a 
hundred places in his own institution 
where such equipment can be profitably 
used as a substitute for slower and more 
costly methods of reproduction. 

In this period of national recovery the 
bank owes a duty not only to itself and 
stockholders but to commerce and in- 
dustry generally by leading the way in 
instituting economies and demonstrating 
eficiency in the reduction of those need- 
less expenses which the public would 
ultimately have to pay. The bank today 
must set the pace. 
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The Avenue “J” branch of the Mechanics Bank, now a branch of the Brooklyn Trust 
Company, Brooklyn, N. Y. Chas. A. Holmes, architect, New York. Formerly of 
Holmes and Winslow. 


BANK EQUIPMENT AND PROTECTION NOTES 


AN interesting point arises out of the re- 
quirement that most of a bank’s cash must 
be kept under time-lock throughout the day, 
says the Nebraska Bankers Association Rec- 
ord. A bank asked for relief from this re- 
quirement while the lock expert is at work, 
approximately once a_ year, cleaning the 
bank’s time-lock. The surety companies de- 
cline to agree. They assert that they must 
require that the main part of a bank’s cash 
be protected from robbers at all times by use 
of the time-lock, and they cannot agree that 
the money be exposed at various times for 
various reasons. This oids fair to interfere 


considerably with the business of the time- 
lock experts. If they can work only before 
and after banking hours, while the bank's 
doors are locked, it is going to add consid- 
erably to their expenses of doing business. If 
they are allowed to work on the time-lock 
during banking hours, then either the un- 
locked doors must be guarded while they are 
“t work or the bank’s doors must be locked 
during that time. 


What the linotype did for the printing busi- 
ness the new Castype machine, a feature of 
the recent National Business Show, will do 
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for multigraphing. This machine enables an 
ordinary typist to set type for a multigraph 
machine. As the typist touches the keys of 
the Castype, molds are formed for the line of 
words, and these are cast in a solid line of 
metal which 1s ejected automatically on to 
the multigraph drum. It is expected that the 
machine will be put in use in many of the 
larger banks which use multigraphing exten- 
sively in their direct mail departments. 


THE American National Bank, Chicago, will 
move to its new quarters in the Foreman- 
State Bank Building about December 1. Al- 
terations are being hastened to make possible 
the transfer by that date. The name of the 
building will be changed to the American 
National Bank Building. 


In Tyro, O., two bandits entered the Citizens 
State Bank recently and demanded all the 
cash in the bank. 

“Take it all, you won't get much and you 
won't get far, because I’ve already sounded 
an alarm,” said Dr. W. H. Guiss, president, 
who was alone in the bank at the time. 

The men fled to a waiting automobile and 
escaped. But the joke was on the bandits, as 
no alarm had been sounded. 


“A GUN in the hands of a bank employe is a 
hazard,” is the opinion of Robert B. Mc- 
Graw of the Hampton Savings Bank, Spring- 
field, Mass., who is chairman of the protec: 
tion committee of the Savings Bank -Associa- 
tion of Massachusetts. He announced that 
as a result of a survey it was found that a 
little more than half of the tellers in savings 
banks in Massachusetts and a little less than 
half of the officers have guns. 


SuGGEsTIONS for combating the “hiding in 
the bank” form of hold-up are made by the 
Protective Department of the Minnesota 
Bankers Association in a recent bulletin. 
“Change your method of opening the bank 
in the morning,” is the suggestion. “Have 
two employes meet at some place prior to 
going to the bank and have one enter alone. 
After this employe is satisfied that everything 
is all right, have him come out and signal the 
other one. If the employe who enters does 
not come out at the specified time, the other 
should quietly give the alarm.” 


It is encouraging to note that a number of 
banks are seeking to improve their banking 
‘quarters at this advantageous time. In addi- 
tion to those reported in previous issues, we 
now note that two more banks will remodel. 

The Citizens National Bank, at Waverly, 
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N. Y., has ordered a complete interior re- 
modeling of its banking quarters; and the 
Citizens National Bank at Big Run, Pa., has 
contracted for alterations and an addition to 
its bank building. 

The Tilghman Moyer Company of Allen- 
town, Pa., a firm of architects and engineers 
who specialize in the design and construction 
of bank and office buildings, have been em- 
ployed to do the work in both cases. 

Local labor, local supply concerns and 
local sub-contractors will be used on the 
construction wherever possible. The officers 
of these banks have decided to proceed with 
the work at this time because of the very 
exceptional buying opportunities on interior 
bank equipment. The improvements to be 
made are costing less than half as much as 
the same work would have cost in June, 1929. 

A number of new and unique features 
will be incorporated in these banking rooms 
which will make for added convenience and 
greater security. 
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Informing the Public 


Bankers Should Refuse to Be the Scapegoat for the Depression 
— Public Should Be Educated, and the Time to 
Begin Is Right Now 


By JoHN H. PUELICHER 
President, Marshall @ Ilsley Bank, Milwaukee, Wis. 


‘ HEN you drive your car into 
a service station to find out 
what ails it and what can be 


done to give it a little more zest for life, 
the mechanic pours out a jargon of tim- 
ing, contact points, spark gaps and dif- 
ferential housings, which is doubtless 
intelligible to an automotive engineer 
but which might as well be so much 
Sanskrit as it reaches the ears of a man 
who knows how to ride in a car or 
drive it and not much else about it. 
When you go to a physician for diag- 
nosis and instructions, he commonly 
vents upon you a language made up of 
polysyllabic Greek and Latin derivatives 
that you have never heard before, and 
you have to question him at some length 
to discover that what he really means is 
that your liver is a bit out of order. 

Even when a banker tried to explain, 
he often found his explanation misunder- 
stood. A prize example of this came to 
my knowledge a year or so ago. A 
banker tried to explain to an excitable 
woman that the item in his balance sheet 
of $2,000,000 undivided profits meant 
that his bank could lose that amount 
without affecting his capital and surplus. 
The next day she withdrew her large 
checking balance, put it in a safe deposit 
box, and, furthermore, told — several 
friends in confidence—so confidentially 
that word got back to him within 
twenty-four hours—that the president 
had personally told her that his bank 
was going to lose $2,000,000. 

In order that this serious discussion 
may not remain entirely without humor, 
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let me tell something of two experiments 
made in the form of questionnaires re- 
garding knowledge of banking—one of 
which was submitted to twenty-five busi- 
ness men, all members of a noonday 
club; the second to students of college 
rank. 

Question: In what way does a state 
bank differ from a national bank? Of 
the luncheon club members, six did not 
answer, probably because they did not 
know and would not hazard a guess. 
Seven were incorrect. Twelve were ap- 
proximately correct. The typical answer 
was: “The name is different.” A stu- 
dent’s answer was: “The national bank 
handles the reserves of the state banks— 
state banks being just a branch of na- 
tional banks.” 

Answers such as these should be of 
vital, consuming interest to bankers. 
They tell us just what we should know. 
They point out why people may become 
fearful and confidence may be lost, 
though from 95 per cent. to 99 per cent. 
of the banking of this country is sound 
and handled by men of integrity and 
ability, devoted to their business and 
their communities. 

Another question was: “What is the 
difference between a bank and a build- 
ing and loan association?” In the club, 
three did not answer. Fourteen were 
incorrect, eight were approximately cor’ 
rect, and the answers reflected some such 
idea as: “No building and loan associa’ 
tions have failed during the depression” 
and “Building and loan associations deal 
primarily with straight loans.” A fur- 
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ther answer as to the difference between 
a bank and a building and loan associa- 
tion was, “About the same. Checks can- 
not be written on building and loan as- 
sociations.” 

“What are a_ bank's uncollected 
funds?” was still another question. Here 
thirteen did not answer, eleven were in- 
correct and just one was correct. “Frozen 
assets” was the most usual interpreta- 
tion. 

“What is a bank certificate of deposit?” 
A student answer was “When money is 
put in a bank by a depositor, it is en- 
tered in his passbook, but the cashier 
puts it down on a certain certificate of 
deposit, which is kept by the bank.” 

A business man answered the ques- 
tion: “What is bank float?” by saying, 
“A mythical something which keeps the 
bank from sinking but does not.” 

A student definition of a trust, as used 
by banks, is “A combination of corpora- 
tions whose stock is exchanged for trust 
certificates.” 

Bankers, there is work to be done! 

It is evident that for many years the 
public was apathetic regarding the ac- 
quiring of banking knowledge. The 
American Bankers Association, through 
its Commission on Public Education, 
prepared and distributed for presentation 
a series of talks on banking and elemen- 
tary economics, which was to be given 
before eighth grade and high school stu- 
dents, and before civic clubs, so as to 
popularize and extend banking informa- 
tion. These have been in’ use, though 
frequently revised, for some twelve or 
thirteen years, and have in many in- 
stances been well received. However, 
though it was service offered to the pub- 
lic, with continuous insistence and care 
that the name of no bank be used in con- 
nection with the talks, the banker was 
often accused of being a propagandist. 

Now, however, the situation has 
changed. The public desires informa- 
tion and knowledge. It is hungry ior 
it, and, if the banker realizes his op- 
portunity, he will be ready to give the 
people what they request. How then 
shall he proceed? 

The foremost essential, as has been 


shown by the experience of the last three 
years, is a trained, intelligent, informed 
bank personnel. The banker in Amer- 
ica has for twenty-five years promoted 
banking education for employes in banks. 
The American Institute of Banking has 
become recognized as one of the most 
outstanding and one of the largest edu- 
cational institutions in the world. It is 
efficiently doing a good piece of work 
teaching practical, technical facts and 
methods, but the one thing that the 
banker has missed in that training is the 
employe’s approach to the customer—in 
other words, the employe’s part in a 
bank’s public relations. The importance 
of this has urged itself upon the atten- 
tion of bankers most forcibly through 
such incidents as the following: 

A few months ago in a western city, 
a prominent investment dealer came to 
his death by falling from a high window. 
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His firm was a borrower in four local 
banks, with loans totaling perhaps half 
a million dollars. One of these banks, 
as I know beyond dispute, had its $100,- 
000 loan collateralized with adequate 
margin. But I am getting ahead of my 
story. 

On the day after the broker’s death, 
a woman depositor came into that bank 
to transact some routine business. As 
the savings teller made the appropriate 
entries she remarked, “I guess Mr. So- 
and-so’s death was quite a loss to the 
bank, was it not?” 

“Oh, yes,” said the teller, who actually 
knew nothing whatever of Mr. So-and- 
so’s relations with the bank. “He will 
be badly missed by this bank.” 

“He was a heavy borrower here,” 
pursued the woman. 

“Yes, he had a good line of credit 
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with us,” the teller bluffed, unwilling 
to admit that he knew absolutely noth- 
ing of the man’s borrowings. 

“I hear your bank will lose at least 
half a million dollars on its loans to 
him,” the customer continued. 

It was now getting to the point where 
the teller had to make a bold stand or 
disclose his ignorance. “Huh!” he ex- 
claimed as he walked to the rear of his 
cage. “You don’t know the half of it.” 

Fortunately for the bank in these 
skittish times, the thought of a million 
dollar loss so overpowered the customer 
that she simply had to have more details. 
She scurried to the desk of the nearest 
oficer. What might have been the con- 
sequences, to the bank and to the com- 
munity, of her carrying “first hand” in- 
formation of the bank’s supposed loss to 
family, friends and neighbors, had she 
gone out of the bank without seeing an 
officer, I leave to the imagination. 

While the inquiring customer has no 
right to confidential information, he has 
a right to be intelligently and truthfully 
answered. And the banker must see 
that he gets such answers. 

The advertising of banks has long 
been of an unintelligible, or at least of 
non-informative, nature. It has taken 
the form of merely an invitation or a 
financial statement. The _ invitation, 
while fine, gives little information, and 
the statement, though thoroughly in- 
formative to a few, is not easily com- 
prehended by a majority of readers. 
That the public is eager to read bank 
advertisements was evidenced during the 
bank holiday, when letters to customers 
printed in the daily press, even in very 
fine type, were eagerly read word for 
word. 

How the character of bank advertis- 
ing may be remedied should be the task 
of those employed to create it; that it be 
remedied should be the duty of the 
officers of the bank. 

Never before would the same amount 
of effort and expenditure yield the bank 
such rich returns in the field of improved 
public relations. The public has a right 
to know what are simple, sound banking 
principles. It has a right to know how 















these operate. It has a right to know 
how these were carried out in the disas- 
trous years just past. It must act upon 
such knowledge as that money left on 
deposit to be of use to the community 
must be loaned to the enterprises of the 
community; that the credit of over $41,- 
000,000,000 in the banks of the United 
States, as represented by deposits, can- 
not be translated into currency in a 
moment, when normally there is but 
$5,500,000,000 of currency in the coun- 
try, etc. Our people must be brought 
to realize that the welfare of our country 
depends upon its banking system; that 
the strength of the banking system de- 
pends upon the public’s faith and under- 
standing; that the majority of banks, be- 
cause of years of faithful service—service 
even through the whole of this general 
breakdown—have the right to expect 
the trust and confidence of the people. 

In the future, the employe of the bank 
must be infinitely better able to deal 
with public inquiries, to convince an 
interrogating customer that the facts are 
so-and-so or to inform him that the mat- 
ter is out of his (the employe’s) sphere, 
and courteously refer the customer to 
someone who can give the information. 

The banker will continue his endeavor 
to create ever sounder banking, ever 
more honest, competent and efficient 
management, as well as closer and more 
effective public relations. Such a banker 
is not to be without assistance. 

Under the direction of Dr. Stonier, 
educational director of the A. B. A. 
and the A. I. B., there has been pre- 
pared a series of studies designed to be 
of assistance to banks in their public 
relations. 

These studies are intended for use in 
the individual bank. An executive ofh- 
cer should be charged with the respon- 
sibility of developing and fitting the 
‘course to the bank’s immediate needs. 
Joining him should be all those who 
come into continuous contact with the 
bank’s public. 

The studies include such subjects as: 
Your Customers and Your Bank, What 
Will You Tell Your Customers, The 


New Customer, Trouble Customers, 
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Serves 243 "home. 
towns and over one 
and a half million 
Californians . ... 


BANK of AMERICA 


UST & SAVINGS AS; 


a 
That the branch bank can also be the 


“home-town” bank is cleverly brought 
out in this Bank of America copy. 


Why the American Banking System, 
Your Bank and Other Banks, Your Bank 
as a Source of News, and Planning Your 
Public Relations. 

In every great catastrophe, no matter 
what its nature, no matter what its cause, 
someone must be crucified. For no good 
reason the banker was this time selected. 
In the late °90’s political agitation started 
a tirade against the railroads. Some 
railroads may have done reprehensible 
things, but the agitation became so gen- 
eral and so vicious as almost to destroy 
one of the fundamental factors in the 
progress of a country. Today the same 
thing has been done to the banker. In 
spite of all that has happened, the fact 
remains that even most of the banks 
which failed are paying out infinitely 
better thus far than are investments in 
almost anything else. An experienced 
business man, during the uncertain days 
cf the bank holiday, is reported to have 
said that he had better have deposited 
his money in the Bank of the United 
States than to have put it into the choice 
investments which his experience bought 
for him. Yes, the banker has been 
crucified in every conceivable manner. 
I had a letter from one of the most be- 
loved members of the banking profes- 
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sion a few weeks ago, who had two years 
before received a loving cup for out- 
standing civic service. In the letter he 
said, “I appear to be without friends, 
my spirit is broken, my personal fortune 
almost gone, and it looks as if I am 
going to lose my bank.” He was a man 
who had done nothing to deserve all 
this. 

At the Council Meeting in Augusta 
one of the A. B. A. members from a 
southern state told of a heart-broken man 
in a community which he named. This 
man had been invited out of his busi- 
ness and put into a bank which it was 
felt should be in stronger hands. In the 
course of time he took over two addi- 
tional institutions that were weak and 
liquidated them, paid them out 100 cents 
on the dollar, paid the depositors of his 
own bank 80 cents on the dollar; and 
after the moratorium his bank was not 
permitted to open. 

In a small community in one of our 
mid-southern states, three generations of 
a family had done everything humanly 
possible to contribute to the welfare of 
that community, all their interests being 
there. In the third generation is a man 
sixty-two years of age who had given to 
every element of community life, had 
all of his assets in community enter- 
prises. His bank was not reopened after 
the holiday. The fortune built up 
through generations was lost and his life 
broken. Someone who was interested 


in presenting what that family had done 
for the community found that this same 
man in the course of his life had given 
upwards of $550,000 to libraries, schools, 
churches and what not. And, all false 
gossip to the contrary, no depositor loses 
a penny of his money until the banker 
(including the stockholder) has lost cap- 
ital, surplus, undivided profits and all 
reserves, and in most instances a further 
amount as represented by the double 
liability on his stock. 

No one should belittle the fine, con- 
structive work done by many a news- 
paper during the most trying time known 
to the present generation; no one should 
underestimate the intelligent heroism of 
many a man in public life whose every 
effort was directed toward ameliorating 
the hardships of that most trying period; 
but let us not stand by and permit the 
unfair newspaper and the unfair poli- 
tician to run away with us. The Amer- 
ican banker in the majority knows he 
has done everything possible not to fail 
his public trust. The miracle is that he 
has come through as well as he has, and, 
if I know the American banker, as I 
think I do, he will accept his responsi- 
bility and carry out his part in a new 
public relations endeavor for the pro- 
duction of a better and more under- 
standing partnership between himself 
and his public—the partner whose in- 
telligent assistance he must have to serve 
helpfully and effectively. 


Bank Advertising and the NRA 


URING the past month or so 
D there have been numerous com- 
plaints that the banks, with 

ample reserves and available credit, were 
not doing their part in helping to finance 
NRA firms by loaning them the neces- 
sary funds to expand employment. That 
these complaints are in most cases pat- 
ently unfair to the banks is obvious to 
any student of the present banking situa- 
tion. Banks are eager to loan where the 
credit risk is legitimate, because only by 
loaning their funds are they enabled to 
make money and pay dividends to their 


stockholders. The challenge of these 
complaints has been met in many cases 
by bank advertisers, who have taken oc- 
casion to point out their willingness to 
loan to all who are legitimately entitled 
to credit. 

For example we find the First Na’ 
tional Bank of Baltimore stating in a 
recent 3-column newspaper advertise 
ment: 

“The right kind of a bank is just as 
anxious to make good loans as the mer’ 
chant is to sell his products, and we 
want to emphasize the fact that this 
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bank is essentially a commercial bank 
and that we welcome an opportunity to 
make sound loans to our depositors 
whether the amounts required be large 
or small. 

“We will be very glad to discuss the 
financial requirements of any corpora- 
tion, firm or individual. We will, how- 
ever, make no loan or loans which, in our 
opinion, will directly or indirectly 
jeopardize the security now afforded our 
20,000 depositors who have over $100,- 
000,000.00 entrusted to our care.” 

This statement was run over a head- 
ing: “Our first obligation—20,000 de- 
positors with over $100,000,000.00 en- 
trusted to our care.” 

In Far Rockaway, N. Y., we find the 
National Bank of Far Rockaway adver- 
tising over a heading, “We did our part 
and will do more,” and stating that 
“Our new deal enabled the merchants 
and business men of the Rockaways to 
borrow money and repay the loan over 
a period of a year.” “You can borrow 
$100 to $1000,” the advertisement states. 
“The interest rate is 6 per cent.—that’s 
all. No investigation charges or fees 
of any kind. It is part of our plan to 
help make the NRA a big success.” 

In Louisville, Ky., the First National 
Bank advertises “Loans to pay winter's 
bills” as follows: “Fuel, warm clothing, 
blankets, necessary cold weather repairs, 
new heating installation and other fall 
and winter needs can all be paid to- 
gether now by a loan from our indus- 
trial department. It costs men and 
women with regular income from wages 
or otherwise only $6 interest and $2 
service fee for each $100 borrowed. 
They have a year to pay, weekly or 
monthly.” 

In Houston, Tex., F. M. Farrar, presi- 
dent of the Union National Bank of 
Houston, met the situation by issuing a 
folder for local distribution explaining 
the position of the bank on credits and 
showing how banks can help their com- 
munities most by maintaining a sound 
loan policy. 

“The solvent and responsible,” he 
writes, “are always reluctant in the mat- 
ter of borrowing, and, as the depression 


+ 















The Story of 
QUARRELSOME 


JANE 


«+. and it’s ruined your nerves and your 
‘esition'” 

Jane had no idea how it was going to 
help when she opened 2 savings account. 
Bur it took the biggest worry off her mind 
in a jiffy—worry over the future. Some- 


O; course Jane dido't mean half the 
things she said to Jack that night .. but 
how could she admit she was in the wrong?” 
And how could he go on liking « girl 
who was always flying into a temper? 

“Look here, Jane,” said her friend 
Julia, “I can patch things up for you and 
Jack all right .. . but honest, I'm tired of 
all che scrapes you get into with that awful 
temper of yours. Maybe you don’t realize 
it—but you're always worried, worried, 
worried. Worrying is a habit with you 


flare up at trifles, 


Jane was getting to be herself again. 
Just a little relief from the worry-habit 
was all she needed. 


Saving is easier than worrying. 


EAST RIVER 


SAVINGS BANK 


Five Convenient Offices 
291-3-5 Broadway —One Block North of City Hall 
96th St..cor. Amsterdam Ave. 170 Broadway,or 4 Maiden Lane 
GOSpringSt.,cor Lafayette St 204E. 816th St., me: Third Ave. 






The effect of worry on the disposition 


is well known. The East River Sav- 
ings Bank recommends a savings ac- 
count as the one sure remedy. An 
interesting application of this type of 
advertising appeal to banking. 


era is prolonged, the opportunities to 
profitably use either money or credit 
diminish apace. This condition results 
in steadily declining interest rates—re- 
cently the latter have been the lowest 
ever known. 

“People use credit always and only 
when they think that they have the op- 
portunity to do so profitably—few, in- 
deed, are ever induced to get into debt 
because of a low interest rate or the 
availability of credit.” 

He pointed out further that the profit- 
able employment of bank credit must 
wait on business revival and that the 
bank stands ready to finance this revival 
as soon as legitimate opportunities 
arise. : 

The Bank of New Hyde Park, N. Y., 
advertises “Money to Lend,” stating: 
“General Johnson, Administrator of the 
NRA, asserts that banks must extend 
credit to aid national recovery. He does 
not mean, however, that banks should 
forsake the principles of good banking 
in extending credit. 

“We agree with the General. In fact 
now, as always, we are glad to make 
loans—large or small—to those who can 
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measure up to the standards of com- 
mercial bank credit. 

“As our published statements have 
shown during the past years, we have 
continued to extend credit locally. 

“You are invited to apply to us if you 
need money. You will find us happy to 
discuss the requirements of sound bank 
loans with you and lend you money if 
you meet those requirements.” 


This type of advertising is doing a 
splendid work in educating the public to 
the true function of their banks and 
helping to offset the opinion of the man 
in the street “that the banks are so tight 
they wouldn’t even loan $5 on a five- 
dollar gold piece.” The time has come 
when banks should no longer accept in 
patient silence the barbed innuendoes of 
their critics. 


HOW BANKS ARE ADVERTISING 


tional Shawmut Bank of Boston, 

is a clever psychologist. Promi- 
nently displayed in the offices of the 
bank he has placed “suggestion boxes” 
with nearby paper and envelopes to en- 
able -disgruntled customers to file their 
complaints and suggestions. Explaining 
the purpose of the boxes is the following 
notice: “We are endeavoring in every 
way to better the service of the National 
Shawmut Bank and realize the best re- 


Ri‘: ILG, vice-president of the Na- 


...and Workmen 


find it Convenient! 


thet invites your sccoumt. Thousands 
of workmen um ths territory are 
proud of their account with New 
Jersey's largest bank. Come in snd 
talk ut over with one of our officers. 








A skillful use of photography brings 
out the fact that the Fidelity Union 
welcomes workmen's accounts. 


sults will be obtained through your co- 
operation. In order that we may learn 
and that you may profit by our learning, 
we sincerely request that all suggestions 
and constructive criticism be noted be- 
low and placed in the attached envelope 
to reach the management as strictly con- 
fidential.” At the bottom of the sheet 
is the notation: “This communication is 
strictly confidential, and if left in the 
box provided will be sent to the execu- 
tive office.” 


Modern banking methods, contrasted 
with those of 1854, were dramatically 
portrayed recently by the American 
Trust Company of San Francisco by a 
display with live models in the window 
of the Emporium, San Francisco’s largest 
department store. An old-time bank 
clerk perched on a high stool was seen 
working at some ancient ledgers as con- 
trasted with two modern bank employes 
operating the latest bank bookkeeping 
machinery. It attracted a large crowd 
of spectators. 


The Old Kent Bank in Grand Rapids 
recently put on an attention-compelling 
window display urging the start of a 
college fund for youngsters. A placard 
reading “Start His College Fund Now” 
was surrounded by a display of college 
pennants and blankets. 


The Old Colony Trust Company of 
Boston recently issued a new edition 
of its pamphlet “Taxation in Massachu- 
setts,” which gives a conveniently ar- 
ranged and indexed summary of the tax 
laws of the state and of the Federal 
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Government. This pamphlet has been 
found extremely useful by the friends 
and customers of the bank. 


Early last June the Mississippi Valley 
Trust Company, St. Louis, inserted a 
full-page advertisement in the daily St. 
Louis papers, stressing the idea that 
money put back to work would also 
mean men put back to work. It invited 
applications for loans where needed for 
constructive use by borrowers who con- 
formed to the standards that should gov- 
ern the sound extension of credit. As a 
complement to this advertisement a sec- 
ond is now being run under the head- 
ing: “This is no time to forsake Funda- 
mentals.” The text is as follows: 

“The safety of the funds of more than 
30,000 depositors is the first responsi- 
bility of this bank. All other considera- 
tions entering into the conduct of our 
affairs must, in the name of sound 
banking, be entirely secondary to this 
major responsibility. 

“A full recognition of this fundamen- 
tal principle guides the loan policy of 
this bank. Safety of our depositors re- 
quires that an individual or corporation 
seeking credit here shall present a sound 
purpose for desiring the loan and exhibit 
definite means of repayment of the loan 
when due. 

“We are lending money today. We 
have on hand at the moment more com- 
mercial paper than for many months 
past. We are prepared to extend fur- 
ther credit to commerce and industry. 
But we feel compelled to impose upon 
this policy of credit expansion the con- 
dition that the money we put to work 
shall be put into proper hands. 

“Guided by this policy we are giving 
full support to the National Recovery 
Administration. We recognize the im- 
perative need of putting every possible 
dollar to work so that every possible 
person may be gainfully employed. 

“Much is being said about the impor- 
tance of an increase in bank credit in the 
recovery program. We do not interpret 
any observation to be an argument that 
any bank should engage in unsound 
practice. Sound banking, in our opinion, 


is one of the cornerstones upon which a 
return of prosperity must be founded. 
Unsound banking can only precipitate 
added problems and delay recovery. 

“In our opinion, no necessity can 
transcend in importance our responsibil- 
ity for the safety of depositors’ funds. 
To us this banking principle stands out 
above all other functions which a bank 
may possess or undertake. Whatever a 
bank may do to aid in the moment's 
emergency, no act should violate the all 
important requirement of safety. We, 
therefore, regard it as our solemn duty 
to follow no procedure other than the 
one which fulfills the trust given to this 
institution by those who have deposited 
their funds in its care.” 


The September issue of “The Wa- 
chovia,” the monthly house organ of the 
Wachovia Bank and Trust Company of 
North Carolina, is devoted principally 
to trust service and attempts to answer 
frankly and clearly some questions which 
the bank believes to be in the public 
mind regarding trust institutions and the 
services they perform. Attached by a 
sticker to the inside back cover is a re- 
turn post card to be used in sending for 
a copy of the bank’s trust booklet en- 
titled “What Is the Answer to Today’s 
Estate Problem?” This house organ, by 
the way, is doing a very efficient job in 
educating the public of North Carolina 
to the many services and facilities which 
the Wachovia has to offer. 


—o- 


SvENSKA HANDELSBANKEN, Stockholm, pub- 
lishes in its monthly Index for September a 
comprehensive article on “Swedish Govern- 
ment Loans,” contributed by Dr. Karl Hilde- 
brand, Chairman of the National Debt Office. 


StaTE Savincs BANK OF VICTORIA, Aus- 
tralia. For the year ended June 30, 1933 
(ninety-second year), the net profit was £174,- 
735, after making full provision for doubt- 
ful debts (compared with £146,831 the pre- 
vious year). This profit added to the bal- 
ance of profit and loss account brought for- 
ward from last year amounts to £366,746, 
from which £150,000 is carried to interest 
fluctuation account, and the sum of £216,746 
is carried forward to next year. The reserve 
fund is £3,000,000. 








REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 
REVEALED IN MONTHLY TRADE LETTERS 








ORRECTLY to appraise the pres- 
ent situation constitutes an al- 
most impossible undertaking. It 
is clearly a case where much may be said 
“on the one hand” and quite as much 
“on the other hand,” resulting in a pure 
negation. If there are some encourag- 
ing signs of business recovery—as there 
certainly are—indications of halting and 
recession are also in evidence. From this 
clouded atmosphere one fact plainly 
emerges, that the National Recovery 
program is not producing the hoped-for 
results as speedily as many expected. 
This failure of expectations which, per- 
haps, were unreasonable does not neces- 
sarily imply that the plan will not suc- 
ceed in its main objectives, given more 
time. That it has already accomplished 
much in the way of relieving unemploy- 
ment, the statistics show. That it has 
not done what was hoped for in the way 
of increasing production and trade is 
also plain. In one respect—that of help- 
ing the farmers—the greatest disappoint- 
ment has been exprienced, and on this 
account considerable discontent has arisen 
in several of the leading agricultural 
states. This discontent arises from the 
charge that the disparity between the 
prices of farm products and manufac- 
tured goods persists, and from the difh- 
culties under which farmers yet labor in 
meeting taxes and interest on mortgage 
indebtedness. To meet this dilemma the 
Government has already put forth ex- 
traordinary efforts, and has resorted to 
measures specifically designed to benefit 
the farmers, even at the expense of the 
urban population. The failure of these 
measures to meet expectations may be 
due to lack of time for their satisfactory 
working out, or it may be that the plan 
to help one element in the community 
at the cost of the other is bound to de- 
feat itself. At all events, the situation 
will be bettered by patience and co- 
operation between the people and the 
Government. 
How the existing situation is develop- 
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ing may be seen from the following 
extracts, taken from recent issues of 
bank and trade letters: 


BUSINESS BULLETIN 
{The Cleveland Trust Company, October 15] 


This is the testing time for the NRA, and 
for our recovery efforts. During recent 
months groups representing all kinds of busi- 
nesses have been working with Government 
representatives to formulate codes, and with 
their own organizations to put them into 
effect. These efforts still continue, but it is 
pretty generally true by now that all Amer- 
ican business is operating under the new 
codes. It is too soon as yet to judge what 
the results will be, for the developments so 
far are of diverse sorts. 

Probably more workers are employed in 
October, and the aggregate of payroll dis- 
bursements is larger, than at any previous 
time this year. Nevertheless the volume of 
industrial production is lower than it has 
been during any of the four previous months, 
and as a result the unit costs of output have 
advanced. Both wholesale and retail prices 
for manufactured goods are advancing, while 
agricultural prices are weak. As a result 
workers are protesting against the advances 
in the costs of living, while farmers are com- 
plaining that the prices of goods they must 
buy are moving up more rapidly than those 
of the products they sell. 


THE GUARANTY SURVEY 


{Guaranty Trust Company of New York, 
September 25} 


The decrease in business activity that be- 
gan about the middle of July has continued 
this month, though at a slower rate. It has 
been most apparent in the basic industries; 
but trade in many of its branches continues 
to expand. Commodity prices have been dis- 
tinctly firmer than last month, with many ir- 
regularities but apparently with a slight up- 
ward tendency. As the NRA movement 
passes from the phase of organization into 
that of operation, visible developments in its 
progress become less striking. Viewed as a 
whole, the events of the last few weeks seem 
to support the belief that definite progress 
toward recovery has been made and that the 
normal stimulating influences of the autumn 
season may reasonably be expected to bring 
further improvement. 
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NEW ENGLAND LETTER 


{The First National Bank of Boston, Sep- 
tember 28} 


Viewed in retrospect, business has made 
encouraging progress since early spring. The 
sharp increase in industrial production has 
been accompanied by a re-employment of 
about two million workers, while expendi- 
tures for relief have been cut by approxi- 
mately 10 per cent. Payrolls in August were 
55 per cent. above March. General whole- 
sale commodity prices are 15 per cent. above 
the low point and well above a year ago. 
Prices of farm products have advanced about 
40 per cent. since February, while it is esti- 
mated that the gross farm income for this 
year will be more than $1,000,000,000 above 
1932. 


THE BUSINESS OUTLOOK 


[Wells Fargo Bank & Union Trust Company, 
San Francisco, September 20} 


With that of the rest of the nation, Calli- 
fornia’s business activity slowed up during 
August, continuing, however, at higher levels 
than at this time last year. 

Of the more comprehensive measures of 
general business, bank debits in recent months 
show moderate increases over last year, con- 
sumption of electric power considerable in- 
creases. In freight traffic, merchandise ship- 
ments have increased somewhat since the first 
of the year, although they are still below the 
levels of a year ago; on the other hand, in- 
dustrial shipments—i. e., of heavier products, 
particularly lumber—show marked expansion 
over last year. 

Growing conditions during August were 
favorable to both field and fruit crops, al- 
though there were some losses through de- 
layed harvets as the result of labor disputes in 
several important fruit-growing areas. While 
field-crop prices in the main show improve- 
ment over last year, fresh fruit prices thus 
far do not. 


MONTHLY SUMMARY 


{Security-First National Bank of Los Angeles, 
October 2} 


Industrial activity in the Los Angeles area 
was larger in September than in August, 
with most lines displaying the tendencies 
usual at this time of the year. Retail trade 
in Los Angeles, however, was of about the 
same volume as in the preceding month, and 
thus failed to show the normal seasonal ad- 
vance. Estimates place sales by local depart- 
ment stores about 4 per cent. below those 
of September, 1932. A more favorable show- 
ing was made by the merchants in the smaller 
communities of Southern California, a ma- 
jority of those reporting showing gains as 
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compared with both the preceding month and 
the corresponding month a year ago. In Los 
Angeles the daily average volume of bank 
debits amounted to $19,690,000, a figure 4.7 
per cent. larger than the August record but 
7 per cent. below the level of September, 
1932. 


MONTHLY REVIEW 


[Federal Reserve Bank of New York, Oc- 
tober 1] 


Notwithstanding the first substantial de- 
mand for funds of the autumn season and a 
sizable movement of funds from New York 
to other districts through Treasury and com- 
mercial transactions, conditions in the New 
York money market remained very easy dur- 
ing September. In fact, the supply of funds 
seeking employment in open market loans and 
high grade investments of short maturity was 
so large that money rates declined slightly 
further to the lowest levels on record. 

Over the Labor Day week-end approxi- 
mately $75,000,000 of currency was with- 
drawn from the twelve Reserve banks. This 
seasonal currency demand and other month- 
end transactions caused withdrawals of funds 
from the New York City banks, and, al- 
though Reserve Bank purchases of Govern- 
ment securities, largely in the New York 
market, were continued at the rate of at 
least $35,000,000 a week, excess reserves 
of member banks in New York declined from 
around $150,000,000 in the latter part of 
August to slightly below $100,000,000 early 
in September. Subsequently, however, with 
a return flow of currency from circulation, 
the amount of excess reserves in New York 
increased to at least as large a volume as 
was reached near the end of August. 

By the last week of September the return 
flow of currency had canceled practically all 
of the Labor Day increase in circulation, con- 
trary to the usual seasonal movement which 
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ordinarily leaves about $35,000,000 more cur- 
rency outstanding in the last week of Sep- 
tember than a month earlier. It therefore 
seems reasonable to believe that hoarded cur- 
rency has continued to return gradually to 


the banks. 


ECONOMIC CONDITIONS, GOVERNMENTAL 
FINANCE, UNITED STATES SECURITIES 


{The National City Bank of New York, 
October } 


The upswing in business that is usually 
looked for after Labor Day has fallen short 
of hopes thus far, and, measured against the 
normal seasonal movement, September has 
been the second month of reaction from the 
peak of the recovery. Operations in a num- 
ber of industries have slackened as compared 
with August. Steel ingot production dropped 
back to 41 per cent. of capacity, compared 
with 59, the peak in July, before a check to 
the decline appeared. Railway car loadings 
show less than the usual seasonal increase, 
and the same is true of the production of 
coal, which had been speeded up during the 
summer in anticipation of strikes and price 
advances, and the output of electricity, espe- 
cially for industrial use. All these are good 
measures of general business, their activity re- 
flecting conditions in varied lines. 

The automobile industry made an excep- 
tionally good showing in August by turning 
out more cars than in July, and has done 
well in September also. However, seasonal 
contraction in sales was overdue, and /s now 
forcing some curtailment. In textiles, and 
likewise in the tire industry and others mak- 
ing articles of everyday use, a falling off in 
operations has been inevitable. Textile pro- 
duction during May, June and July, accord- 
ing to calculations by the Textile World, was 
10 per cent. above the 1919 boom level and 
25 per cent. above the average of 1924-31. 
Rubber consumption also broke records. 

Naturally the consumer demand, in the 
present state of purchasing power, will not 
support production levels higher than ever 
before reached. These industries have had 
to curtail accordingly, though as a group 
they continue at a high rate, supplying the 
bulk of current business. The primary tex- 
tile markets have had a moderate fall pickup, 
sufficient to support current operations, and 
the situation in wool goods particularly con- 
tinues strong. 

Retail trade has slowed down. Beginning 
with May, retail sales had run ahead of the 
1932 figures by a constantly increasing per- 
centage, until in August department store 
sales in dollars were 16 per cent. larger than 
one year previous. This increase was greater 
than the price rise, signifying a larger move- 
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ment of merchandise. After Labor Day, how- 
ever, reports turned less satisfactory, with 
sales slumping in many sections of the coun- 
try. In New York City, during the first half 
of September, department store sales were 6} 
per cent. below 1932, and, as prices were 
probably 15 per cent. higher, the volume of 
goods moved was obviously much smaller. 
Subsequent reports have been better, indi- 
cating that unfavorable weather and other 
temporary factors accounted partly for the 
decline. Nevertheless the figures for the 
month, especially as related to the volume of 
merchandise sold, are unquestionably disap- 
pointing, and business sentiment has been 
unfavorably affected. 

Business men recognize that the ability of 
the public to pay higher prices at retail, as 
the higher wholesale prices and _ increased 
costs of retailing are passed on to the con- 
sumer, is the chief uncertainty in the NRA 
program. If purchasing power fails to keep 
pace with the advance in prices, the warning 
signs will quickly appear in the retail sales 
figures. There is also some fear that con- 
sumers, who have been on notice that prices 
are going up, are laying in supplies for future 
use, and accordingly may buy less later on 
when the real test of higher prices comes. 


THE BUSINESS REVIEW 


[Federal Reserve Bank of Philadelphia, 
October 2} 


Industrial production in this ‘district de: 
clined in August and in the first part of 
September, following an exceptional rise for 


four months ending in July. General em- 
ployment and payrolls, on the contrary, have 
risen considerably since July, reflecting largely 
increases in wage rates and decreases in work- 
ing hours under the industrial codes. Build- 
ing and real estate activity, while showing 
some improvement, continued at low levels 
relative to other years. 

Retail trade sales, after a sharp drop in 
July, showed an unusual increase in August 
and continued fairly active in September, 
though the rate of gain as compared with 
the previous month has not been as rapid. 
Wholesale business, on the other hand, de- 
clined in August but increased in September. 
Stocks of goods at retail and wholesale estab- 
lishments increased by larger than the usual 
amount. Both retail and wholesale prices 
have advanced further. 

The demand for manufactured goods has 
fallen off somewhat since early August. 
While there have been gains in sales of indi- 
vidual products, the total volume has been 
smaller than in the previous month; the com: 
parison with last year, however, continues 


quite favorable. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


NEW ENGLAND OPPOSES INFLATION 


In the promptest and most unanimous reply 
ever received to an inquiry sent out by the 
New England Council, New England busi- 
ness leaders indicated their strong opposition 
to any currency inflation, according to in- 
formation sent by Henry D. Sharpe, presi- 
dent of the council, to President Roosevelt. 
Of the 210 business men who responded to 
the questionnaire sent out only one was in 
favor of inflationary measures. 

Recipients of the council’s inquiry were 
asked to express assent or dissent to a state- 
ment setting forth views opposed to infla- 
tion in this country. The statement read in 
part as follows: 

“Inflation of the currency in the forms 
proposed by Senator Thomas of Okiahoma 
and his associates would be contrary to the 
best interests of the American people and 
should be stoutly opposed by all citizens. 

“There is abundant evidence in our own 
history and that of other nations demonstrat- 
ing that currency inflation is the great de- 
stroyer of savings and all forms of income, 
whether derived from wages, salaries or re- 
turn on invested capital. 

“But we do not even have to read history 
to see the damage it would do. In the last 
few weeks the uncertainty due to the renewed 
pressure for such inflation is held responsible 
for: 

“1. Slowing down business at the very 
moment when, through the NRA, the AAA 
and other agencies, the Government is devot- 
ing al! its resources and energies to a quick- 
ening of business. 

“2. Depreciating the market value of 
bonds. If this trend continues, as is pre- 
dicted if inflation becomes imminent, our 
banks and insurance companies will be 
threatened and our municipal credit will be 
weakened.” 


DEATH OF A DISTINGUISHED 
SCOTCH BANKER 


THERE died on September 12 Sir Alexander 
Kemp Wright, K.B.E., D.L., LL.D., gen- 
eral manager and director of the Royal Bank 
of Scotland, Edinburgh. He entered the 
service of the bank about sixty years ago, 
and after passing through several depart- 
ments reached, in 1917, the position of gen- 
eral manager. During his administration the 
Royal Bank acquired the business of Messrs. 
Drummond in London, and of the Western 
Branch of the Bank of England, and also the 
share capital of Williams Deacon's Bank, of 
Manchester. From the time of his accession 
as general managet in 1917 deposits in- 
creased from £26,177,865 to £55,898,683 in 


1932, capital grew from £2,000,000 to 
£3,780,192, reserves increased from £914,- 
968 to £3,780,926, and dividends from 10 to 
17 per cent. 

Sir Alexander Wright had long taken an 
active part in civic affairs, and many honors 
had come to him-—president of the Institute 
of Bankers of Scotland, degree of LL.D., 
from the University of Edinburgh, and the 
honor of knighthood. Personally he was 
noted for a fine dignity combined with rare 
courtesy of manner. His activity in banking 
ended only with his life. 


COMING BANKERS’ 
CONVENTIONS 


AMERICAN BANKERS ASSOCIATION. Willard 
Hotel and National Theater, Washington, 
D. C. October 22-25, 1934. 

AMERICAN INSTITUTE OF BANKING. Wash- 
ington, D. C. June 11-14, 1934. 

CENTRAL BANK MANAGEMENT CONFER: 
ENCE. Indianapolis, Ind. Postponed until 
further notice. 

Iowa BANKERS ASSOCIATION. 
termined, June 18-20, 1934. 

NEBRASKA BANKERS ASSOCIATION. Fon- 
tanelle Hotel, Omaha, November 15-16, 1933. 

New JERSEY BANKERS ASSOCIATION. M‘d- 
Winter Conference. Trenton, January 18-19, 
1934. 

New Mexico’ BANKERS 
Franciscan Hotel, Albuquerque. 
postponed. 

NortH Daxota and SoutH Dakota 
BANKERS ASSOCIATIONS. Joint convention. 
Deadwood, S. D., July 2-4, 1934. 


Place unde- 


ASSOCIATION. 
Indefinitely 


Bank Buildings 


If you are considering modernizing 

your present quarters or contemplat- 
ing new offices, we believe it will pay 
you to let us solve your problems. Years 
of experience in designing bank build- 
ings qualify us to perform these services 
for you perfectly and economically. 


Booklet sent upon request 


CHAS. A. HOLMES 


formerly of 
HOLMES & WINSLOW 
Established 20 Years 


153 E. 38th Street - New York 
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FEDERATION BANK READY TO 
LOAN TO NRA 


GENERAL JOHNSON’S plea to the banks to 
loan liberally to NRA concerns for the pur- 
pose of financing pay rolls and increased pro- 
duction met a ready response from the Fed- 
eration Bank and Trust Company of New 
York. In an advertisement appearing in the 
New York newspapers, Jeremiah D. Maguire, 
president of the bank, addressed the following 
open letter to General Johnson: 

““A decade ago the organizers of the Fed- 
eration Bank and Trust Company, anticipat- 
ing the spirit of the NRA and the need for 
co-operation between Capital and Labor, 
established a Bank to serve the needs of both 
of these groups. Capital and Labor own and 
control this Bank, and distinguished leaders 
in both groups are represented in the Direc- 
torate. 

“It is especially fitting that this Bank be 
among the first to answer your call to the 
Banks to do their part by priming the indus- 
trial and commercial pumps of recovery with 
adequate commercial loans. 

“Within the bounds of sound banking prin- 
ciples and practices, this Bank is ready to 
consider the financial needs of Blue Eagle 
business men in accordance with your appeal. 

“Faith on the part of the great mass of the 
people and _ individual self-confidence are 
emerging rapidly as the chief fruits of the 
policies of President Roosevelt. 

“The Federation Bank and Trust Company 
has this faith and courage and ‘we will do 
our part’.” 


BANK’S RIGHTS DEFINED ON TRUST 
FUND DEPOSITS 


ACCORDING to a recent ruling by J. F. T. 
O'Connor, Comptroller of the Currency, na- 
tional banks are now authorized to use de- 
posits accepted on a trust fund basis after 
the bank holiday to offset obligations due 
them from depositors. It was pointed out by 
officials that this ruling in many cases would 
obviate action by banks to collect debts, as 
a depositor under the trust fund arrangement 
who had good credit could renew his loan or 
make other arrangements for payment. 


NEXT A. B. A. CONVENTION 


WASHINGTON, D. C. will be the scene of 
the 1934 A. B. A. convention and the date 
will be October 22-25, according to a re- 
cent announcement by F. N. Shepherd, ex- 
ecutive manager of the association. The 
Willard will be the headquarters hotel where 
all committee and divisional meetings will 
be held, but the general sessions will take 
place in the National Theater, half a block 
away. 
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CONTINENTAL ILLINOIS 
NATIONAL BANK AND 
TRUST COMPANY 


OF CHICAGO 


Statement of Condition, October 25, 1933 


RESOURCES 
Cash and Due from Banks . 
United States Government Securities 
Other Bonds and Securities . 
Loans and Discounts 
Stock in Federal Reserve Bank 
Customers’ Liability on Acceptances . 
Other Banks’ Liability on Bills Purchased 
Interest Accrued but Not Collected . 
Bank Building 
Other Real Estate . 
Other Resources 


LIABILITIES 
Capital Stock 
Surplus . 
Undivided Profits . 
Reserve for Contingencies 


Reserve for Taxes and Interest 


Deposits: Other than Public Funds $560, 088, 151.10 
- 66,137,475.90 627,125,627.00 


Public Funds 
Acceptances . 
Other Banks’ Bills Sadia wt Sold 
Discount Collected but Not Earned 
Other Liabilities 


$214,552,023.50 
93,383,051.67 
65,075,535-48 
352,046,295-75 
3,000,000.00 
6,016,756.54 
172,602.78 
2,329,918.50 
14,475,000.00 
3,816,935.05 


565,896.80 


$755,434,016.07 


$ 75,000,000.00 
25,000,000.00 
41365,230.92 
5,000,000.00 


11,165,984.02 


6,582,356.13 
172,602.78 
456,318.42 
565,896.80 


$755.434,016.07 
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Quick and highly satisfactory special service 
for correspondents of this bank. 


CORN EXCHANGE NATIONAL BANK 
AND TRUST COMPANY 
PHILADELPHIA 





